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wind-up radio? 
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The battle to restore 
financial confidence 
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Russia sells Gazprom 
slake to Ruhrgas to 
help plug budget gap 

The Russian government sold a 
2.5 per cent stain in Gazprom, 
the grant gas monopoly, to Ger- 
man gas company Ruhrgas for 
$660m. The saie will help plug a 
hole in the federal budget The 
Russian government has been 
struggling to find enough revenue 
to pay wage arrears and pen- 
sions without another round of 
money printing. Page 16 

Israel suspends Wye peace deal 
Israel’s cabinet voted to suspend 
the US-brokered Wye Peace 
accord, insisting the Palestinians 
first meet several conditions set 
by IsraeG prime minister Benja- 
min Netanyahu. Page 2 

Nationalist plea to IRA 
Northern Ireland's moderate 
nationalist Social Democratic and 
Labour party urged the Irish 
Republican Army to make a pre- 
emptive move on decommission- 
ing its arms to break the political 
impasse in the peace talks. Page 
6; Etfitorial C om ment , page 15 

BaBoonists avoid Iraq 

British entrepreneur Richard 
Branson and his American former 
rival Steve Fossett crossed Turk- 
/ menistan In their hot air balloon 
I on the third day of their round 
\ the world record attempt Their 
route was changed to avoid Iraq. 
The flight Is expected to take the 
pair, with Swedish co-pilot Per 
Lindstrand, 12 to 15 days. 

National Front In trouble 
France's National Front the far- 
right party founded by Jean- 
Marie Le Pen, is threatened with 
di si nte g ration following a tight 
among its leadership. Page 3 

Weak outlook for telecoms grotqis 
International and long-distance 
phone calls in Europe are likely 
to continue to become cheaper 
over the next two to five years, a 
report says. This could be devas- 
tating for Europe's new telecom- 
munications operators. Page 3 - 

Power prices vary, says report 

Domestic electricity prices in the 
UK are the fifth cheapest in the 
European Union, but industrial 
prices are less competitive, a 
study by the Bectricity Associa- 
tion of Britain shows. Page 6; 
Surcharge mooted. Page 2 

Gafitomia's five-year boom ends 
California's five-year boom is 
over but a report says the US 
state is stffl beating the national 
trend because of the resilience of 
Its diversified economy. The 
state's jobs growth rate wiU con- 
tinue to outstrip that in the rest 
of tiie US as it has done since 
1995 and there are few signs of 
a predicted slowdown. Page 3 

Rtrikqj party forges coafitioa 
Japan's ruling Liberal Democratic 
party has forged a coaltion with 
the Liberal party. The move 
should help the LDP hold on to 
power untfl the next lower house 
elections, which must be hetd by 
the autumn of 2000. Page 3 

China exiles activist to US 
China freed prominent labour 
activist U u Nanchun, 50, and 
sent him and his family into exile 
in the US. Page 2 

Russian PM begins India visit 
Russian prime minister Yevgeny 
Primakov left Moscow for a 
two-day visit to India. The trip 
had been scheduled for Presi- 
dent Boris Yeltsin but he had to 
withdraw because of Alness. 

Ten die in Assam boob blast 
Six policemen and four sus- 
pected mutants were tailed when 
a bomb was exploded by remote 
control under their vehicle in 
India's troubled north-eastern 
state of Assam. 

Pakistan and US settle dfepute 
The US is to give Pakistan 
S497m in settlement of an eight 
year dispute over F-16 fighters. 
The aircraft were paid for by 
Islamabad but the US suspended 
delivery, citing concerns over 
Pakistan's development of 
nuclear weapons. Page 2 

Bid to solve annuity crisis 
The UK Treasury wiU demand 
that Bfe assurance company 
shareholders, not poficyhoWers, 
bear much of the burden of pay- 
ing guaranteed annuity rates, 

which will cost up to £10bn 
($16-6bn). Page 6; Comment, 

18 
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Brussels telecoms 
group set to issue 
euro junk bond 

Hermes Europe RaStel, a 

Brussels-based telecommunica- 
tions company, is today expec- 
ted to launch the first high-yfetd 
bond In a European currency 
since the Russian debt default in 
August The bond is to be issued 
in euros and dollars in a two- 
tranche offering. Page 17 

The consortium that rescued 
Long-Term Capital Management 
from bankruptcy has so far made 
a return of 11 per cent cm the 
$3.625bn It put forward to baR 
out the hedge fund in Septem- 
ber. Members of the consortium 
could see some erf their capital 
returned next y ear. Page 17 

Saab AutnaoMe, the Sweetish car 
manufacturer, b considering 
switching production of all its 
models to a common platform in 
a bid to cut costs and improve 
productivity. Page 19 

fostihitional Investors are 
threatening to block plane by 
Partek. the Finnish group, to buy 
outright control of Kalmar 
Industries, foe Swedish container 
handling group. Page 20 

Goldman Sachs, the US 
investment bank, has agreed to 
pay $655m for seized assets 
nominally worth S3bn from Thai- 
land's Financial Sector Restruct- 
uring Agency. Page 17 

General Electric, the US 
manufaeturfog and services 
group, is to cut spending on 
share buy-backs in order to 
make more acquisitions, particu- 
larly in Asia. Page 19 

Borg-Waraer Automotive, the 
Chicago-based group, has made 
an agreed $660m bkl for KuhF 
man, in the latest move towards 
consolidation in the US automo- 
tive supply sector. Page 20 

Japan wifi abolish withholding tax 
for non-residents in the govern^ _ 
merit bond market from next 
September to make it more 
attractive to international 
investors. Page 16 

AMP was set to confirm a £2.7bn 
($4.5bn) deal to buy NPI. the UK 
life mutual, in an agreement that 
wiU make the Austrafian group 
one of the biggest foreign own- 
ers of fife assets in the UK. 

Page 17 

Exxsl Group, the Argentine- 
based private equity fond, is 
pushing to tie up two deals that 
would lead to the creation of the 
country's largest supermarket 
chain. Page 19 

Sbarahoklere ta Atftranz, the 
world's biggest railway equip- 
ment maker, have approved a 
DM600m ($361 m) Increase in 
capital as part of a restructuring 
package. Page 21 

Moody's has downgraded the 
ratings of four Singaporean 
banks, citing asset quality 
problems arising from the Aslan 
financial crisis. Page 20 

The value of management 
buy-outs tn the UK wil climb to a 
record E11.8bn ($20bn) in 1998 
despite a sharp fall In the find 
quarter, according to a report by 
KPMG. Page 18 

Credit Suisse Private Banking is 
considering forming an alSanoe 
or making an acquisition to 
bolster its business in Japan. 
Page 20 

Hasako, the troubled Japanese 
building company, has appealed 
to its banks to forgive Y394bn 
($3.1 5bn) worth of debts tn an 
attempt to rescue the business. 
Page 20 

Thai Farmers Bank, the country's 
third largest commercial bank, 
plans to raise Bt40bn ($1.1 bn) in 
new capital through an issue of 
subordinated debt bundled with 
preferred shares. Page 20 

Four Cttioese banks have been 
put on credit watch by ratings 
agency Standard & Poor’s, 
reflecting worries about the slow- 
ing Chinese economy. Page 19 

World Equity Markets 

The taJBSttrarata and data from more 
than 50 national markets at a glares 
Page 23 
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US and UK 
threaten 
more strikes 
against Iraq 

Pentagon says operation a success 


By ow tarafiarai Staff 


US and British officials yesterday 
made dear they would be pre- 
pared to use force against Iraq 
again as they claimed success for 
operation Desert Fqx, which was 
called off after four nights of 
raids on Saturday. 

They also outlined a shift In 
their policy towards SarfHam 
Hussein, the Iraqi leader, that 

depends more on rantniwfng Mm 
through, threats of further force - 
and less on UN weapons inspec- 
tors, whom Iraq said would not 
be allowed bade info the country. 

General Henry Shelton, chair- 
man of the US joint chiefs of 
staff, told ABC television: “From 
the objectives that we laid out it 
has been very successfuL” The 
assault's stated objective had 
been to "degrade" the ability of 
Mr Saddam, the Iraqi leader, to 
create weapons of mass destruc- 
tion and to diminish his ability to 
threaten his neighbours. 

Attacks were carried out on 100 
targets and US officials said 
Iraq's plans to deliver biological, 
chemical or nuclear weapons had 
been set back by at least a year. 
O fficial* said on Saturday that 
more than 650 aircraft sorties h«d 
been flown and 450 cruise mis- 
siles launched. There were no US 
or British casualties. 

In Baghdad Mr Saddam told 
Iraqis they had achieved victory 
over, ihe "enemies- qf-God mnl 
■humanity": ' ’ • ' 

Meanwhile, pressure was grow- 
ing around the world to return 
the matter to the jurisdiction of 
the United Nations security coun- 
cil, which meets today. Russia 
was the most forthright of sev- 
eral countries signalling they did 
not want the issue to degenerate 
into further military attacks. 

In Paris. President Jacques 
Chirac, focusing firmly on the 
future, called for a fundamental 
review of relations between Iraq 
and the UN. Emphasising the 
need to bring about a rapid 
improvement in the living condi- 
tions of the Iraqi people, he spoke 


of the o bligation to px qr d sfl effec- 
tive control over Iraqi arma- 
ments, but said this assumed “a 
new organisation, a new 
method”. 

He also highlighted what he 
termed the “politically delicate 
problem” of the Iraq oil embargo, 
implying that France would Hite 
this too to be reviewed. 

China called for renewed diplo- 
matic w ffi nrf y to resolve dis- 
pute between UN weapons 
inspectors and Iraq which led to 
the air attacks. . 

Belgium the raids 
cracks in- a. Joint European 
approach to foreign policy, while 
some British newspapers were 
highly critical of London’s role. 

Madeleine Albright, US secre- 
tary of state, said Mr Saddam 
was -better contained following 
the use of force. “The box that he 
is in is stronger because of our 
use of force and we have *mp 
this all with a minimum of criti- 
cism in the International commu- 
nity,” she told- NBC's Meet the 
Press. 

But she admitted the US could 
not be Bure of how much of his 
arsenal had been destroyed: 
“Obviously, it Is very hard to say 
that everything that he has tn 
weapons of mass destruction has 
been destroyed, but his capabihiy 
of threatening his neighbours 
and delivering them has been 
severely degraded,"-. 

Announcing that the aftaefef 
would be halted. President BDl 
Clinton said on Saturday that he 
hoped Unseam, the UN weapons 
inspectorate whose report that 
they had not received coopera- 
tion from Baghdad triggered the 
strikes, would be allowed to 
return to Iraq to do its work. 

William Coben, US defence sec- 
retary, said sanctions would 
remain in place. “Saddam is Twit 
going to be in a position to 
rebuild or reconstitute in any 
easy fashion," he said. 


UN M irage operation, Page 2 
Changing tack, Page 14 


Air France offering 
could raise $700m 


By David Owen In Paris 


Shares in Air Prance worth 
between FFr3 .5bn and FFr4bn 
(t7l 7m) are likely to be sold on 
the market in the airline’s initial 
public offering which is expected 
to take place in the first half at 
1999. 

Jean-Cyril Splnetta, chairman 
of the French national carrier, 
who disclosed the figure, declined 
to say what proportion of the 
capital this would represent. 
However, in February, the 
French government said “up to 
around 20 per cent” would be 
sold. 

With the partial privatisation 
of Aerospatiale, the aerospace 
grmq), widely expected in March 
or April, the exact timing of the 
Air France flotation Is stfll uncer- 
tain. But Mr Splnetta wn ptwriswi 
that the company, which recently 
reported net attributable first- 
half profi ts erf FFrL34bn in spite 
of the impact of a damaging 
pilots' strike, was ready. 

“It is for the shareholder to 
choose the best possible 
timetable,” he said. “The only 
thing that Air France 
management says is that we are 
ready and that, therefore, the 
fastest timetable is the one that 
suits us best 

“We are at the end of the run- 
way and we are waiting for the 
signal foam the control tower.” 

In addition to those sold on the 
market, Mr Splnetta said Air 
France employees would be 


offered shares representing about 
3J» per cent of the company's 
capital. 

Air France pilots, meanwhile, 
would additionally take up to 12 
per cent of the capital through an 
agreement reached this year giv- 
ing them shares In return for 
what are, in effect, wage cuts. 

The state's current' 95 per cent 
stake in the airline stands to be 
dQnted next year when BNP, the 
French bank, can exercise a right 
to take a 4-5 per cent interest In 
payment for previous loans. In 
addition, other investors and 
employees will be able to convert 
financial instruments already 
Issued into shares. 

According to Mr Spinetta, once 
all these operations are taken 
Into account, the state’s holding 
in the company could fall to 
between 51 and 53 per cent. 

The Air France chairman, who 
took over from Christian Blanc in 
late 1997, recently indicated that 
1999 was also likely to be the 
year in which the company 
decided which of Its two US part- 
ners - Continental Airlines and 
Delta Air Lines - it would join in 
a new global airline alliance. 

The French carrier has 
code-sharing agreements with 
more than 20 airlines worldwide 
but Is not yet in any global part- 
nership, such as the Star Alli- 
ance, which includes 
of Germany and United Airlines 
of the US, or the Onewortd Alli- 
ance, Which includes British Air- 
ways and American Airlines. 
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AFTHl IMPEACHMENT MOVE,- REQUIRED TWO-IHIRDS SENATE MWORITY ‘UNLIKELY 1 


Clinton looks set to survive 
vote to oust him from office 


Dm Pi l -lh ml 9^^ ha Hfnnlil , J..,, 

of borani ksskot b wastungtoo 


Leading senators of both main 
political parties indicated yester- 
day th a t President BQL Clinton 
would survive a vote in the Sen- 
ate to remove him from office 
following Saturday's historic vote 
in the House of Representatives 
to impeach Mm. 

' But as they the dra- 

matic events of a weekend that 
also produced the resignation of 
the^lncqndngr Speaker . of the 
House and a defiant promise by 
Mr Clinton that he would not 
step down, senators disagreed on 
how they should handle the first 
impeachment of a president in 
130 .years. 

The House passed two articles 
against President Clinton, for 
perjury and obstruction of justice 
in the Monica Lewinsky case, but 
senators agreed that getting the 
required two-thirds majority in 
the 100-member upper chamber 
to remove him from office was 
unlikely; "I think most people 
would agree that as we sit here 
today there are. not 87 votes for 
impeachment,’ said Orrin Hatch, 


the Republican Chairman of the 
Senate Judiciary Committee, on 
NBC News. 

Sen Patrick Leahy, a Democrat, 
said: “There are. not 87 votes to. 
convict him, so I'. think that the 
question that has to before, 
the leadership... is do you go 
forward knowing that that may 
well be the result, the result 
. would be acquittal, or do yon find 
something like censure, like most 
members of the pubhe say they 
t rontf y.v ... 

Robeit Torricelli, anotherDem- 
ocrat, said he knew of no. sena- 
tors of hi s party who would vote 
to remove Mr Clinton.- 

WhDe many Democrats want to 
avoid a trial, most Republicans, 
who have a 10-aeat majority in 
the Senate, favour proceeding 
evqn if a trial seems unlikely to 
produce Mr Clinton's conviction. 

- They argue that the Senate has . 
a responsibility to consider the 
House’s Impeachment charges 
before agreeing to any lesser pun- 
ishment snch as a censure. 

Don Nickles, the assistant 
Republican leader in the Senate, 
said be would be “surprised” if a 


deal were, worked out that would 
stop the. Senate from bowing a 
trial As Americans woke up yes- 
terday to the reality of seeing 

thrfr p wMi»nt impeached far-tfrg 
first time since Andrew Johnson 
ta 1868, their support for Mr Clin- 
ton seemed to strengthen. 

Yesterday an NBC poll showed 
the president's approval rating 
up from 68 per cent to 12 per cent 
after the House voted to im pmA 

Tlrrn. — 

-- The drama .was heightened cm 
Saturday when Hob Livingston, 
chosen last month as the Repub- 
lican nominee to succeed Newt 
Gingrich as Speaker in the new 
congress, announced his resigna- 
tion from congress admit- 
ting to a number of marital infi- 
delities. 

■ As Republicans scrambled to 
came up with a new candidate. 
Dennis Hastert a little-know con- 
gressman frpm Illinois, emerged 
as the front runner. 

TfU of a president, Page 4 
Stata oa America, Page 14 
&M01 M Comma, Page IS 
I m p eac hment** casualties, Page 15 
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CRISIS IN IRAQ SUR VEILLANCE AND SANCTIONS ENFORCEMENT TO BE STEPPED UP □ AT TE MPT TO DI VID E REG IME FROM T HE P EOPL E - 

Blair strategy to keep Saddam ‘caged’ 


bi London 

Britain and the US yesterday 
set out a five-point strategy 
for containing Iraq, includ- 
ing an Increase in UK forces 
tn the Gulf and tighter 
enforcement of United 
Nations sanctions. 

Mr Blair, the UK prime 
Minister, addressed a press 
conference at the Ministry of 
Defence the mor ning after 
President Clinton and he 
had called off, just before 
midnight on Saturday, the 
73-hour bombing and missile 
attach on Iraqi military tar- 
gets. 

He said maintaining the 
threat of force would be the 
first element of a pre- 
planned “day-after" strategy 
to keep Saddam Huss ein , the 
Iraqi president, “caged". 

"Our forces will remain 

ARAB REACTION 


ready to strike if necessary, 
if he again poses a threat to 
his neighbours or develops 
weapons of mass destruc- 
tion." 

Mr Clinton, announcing 
the end of operation "Desert 
Fox", said: "We also will 
continue to enforce no-fly 
zones in the north and from 
the southern suburbs of 
Baghdad to the Kuwaiti bor- 
der." 

The British aircraft carrier 
Invincible, with a crew of 
U200, is being dispatched to 
the Gulf and will arrive In 
January to reinforce the 600- 
strong Royal Air Force and 
Royal Navy presence and 
join the 24,000-strong US 
force. 

Surveillance of Iraq will be 
intensified - and will be 
aided by the effects of the air 
strikes. 

Second, Mr Blair said 
action would be taken to 


Five ways to contain Iraq: 

• US and UK to step up Gulf forces 

• Tougher enforcement of sanctions 

• Intensive diplomatic offensive 

• New weapons inspection plan 

• Dividing Saddam from Iraqi people 


toughen enforcement of UN 
sanctions - said to have 
already cost Mr Saddam 
$L20bn - so that implemen- 
tation is "as rigorous as we 
can make it". Operations to 
inspect ships in the Gulf sus- 
pected of breaching sanc- 
tions would be stepped up. 

Third, there would be an 
intensive diplomatic effort to 
create a new strategy for 
relations between the inter- 


national community and 
Iraq. He said he had been in 
touch with European coun- 
tries, particularly France. 

"There is much common 
ground- in understanding 
that Saddam’s ambitions 
have to be contained for the 
future,” Mr Blair said. 

Fourth, there would be dis- 
cussions about whether the 
UN Special Commission. 
Unsoom, could recommence 


its search for Iraqi weapons 
facilities. However, there 
could be no return to Iraq's 
"cat and mouse game" with 
Unsoom, which Mr Blair 
described as a “hopeless sit- 
uation". 

“We would need a new and 
better regime," he said. “Iraq 
will therefore have to dem- 
onstrate in practical ways a 
completely different order of 
readiness to fulfil its Obliga- 
tions in future if the UnscOm 
route is to have any part to 
play." 

The fifth element of the' 
US/UK strategy is to seek 
ways to cause a division 
between Mr Saddam and the. 
Iraqi people following the 
raids, which attacked targets- 
said to he crucial to. his hold 
on power, .such as the 
Republican Guard, but not 1 
the conscript army. 

■. Mr Blair said there would 
be 1 continued efforts to 


engage with Iraqi, opposition 
groups, while Mr Clinton 
said: “We will stand ready to 
help a new leadership in 
Baghdad that ahid^i by its 
international commitments 
and respects the rights of its 
own people." 

Britain would also like bet- 
ter arrangements for the UN 

oil-for-food -programme 
which would be “less suscep- 
tible to pom: performance by 

the Iraqi authorities or 
manipulation by Saddam for 
his own ends." 

Robin Cook. UK foreign 
secretary, said Iraq's harvest 
was up 16 per cent this year 
but Mr Saddam was export- 
ing grain rather than footing 
it to his own people. Mean- 
while, Iraq failed to take up 
frill entitlements under the 
.oil-for-food programme. 

. Mr Clinton said: “We will 
insist that Iraq's oil be used 
for food, not tanks.” 


Protests erupt 
across the 
Middle East 


Where the bombs and missiles hit Iran . • - Wk -■ 
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By Marie Huband in Caro 

Officers of President Saddam 
Hussein’s elite Republican 
Guard were yesterday pick- 
ing through the rubble of 
their homes, after 73 hours 
of bombing by US and UK 
forces. 

As Iraqis emerged from 
the air raid shelters of Bagh- 
dad to learn that 68 people 
had been killed, according to 
official figures, in four 
nights or bombing, fall-out 
from the onslaught was 
erupting across the Middle 
East 

Both Tony Blair, the Brit- 
ish prime minister, and Pres- 
ident Bill Clinton, have char- 
acterised the attacks on the 
97 targets as having set back 
Iraq’s chemical and biologi- 
cal weapons programme by 
up to one year. 

The intrinsic message of 
UK and US statements over 
the weekend was that thou- 
sands of visits by UN weap- 
ons inspectors to sites at 
which Iraq was suspected of 
pursuing its weapons pro- 
gramme. had largely failed 
to diminish the weapons 
capability. 

Having attacked scientific, 
military and intelligence 
centres, Mr Saddam's rule 
ought to appear in a parlous 
state. 

Not so. according to Mr 
Sad dam himself. Addressing 
the nation yesterday for the 
first Ume since the end of 
the bombings, the Iraqi 
leader told his beleaguered 
people in a televised address: 
“You were up to the level 
that your leadership and 
brother and comrade Sad- 
dam Hussein had hoped you 
would be at ... so God 
rewarded you and delighted 
your hearts with the crown 
of victory." 

But without ratcheting up 
covert and political pressure 
to overthrow the Iraqi 
regime, there are few imme- 
diate signs that the military 
onslaught will have brought 
the long-term security gains 
oT which the Gulf states and 
Iraq’s other neighbours are 
in most need. In the absence 
of UN weapons inspectors, 
who Iraq has said will not be 
returning, observation of 
Iraqi intentions is now more 
difficult 

Kuwait's council of minis- 
ters yesterday welcomed the 
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curtailment of the attacks. 
But, in a statement, it 
“expressed sincere hope for 
the end of all reasons lead- 
ing to an increase in tension 
and spreading an atmo- 
sphere of instability in this 
strategic region”. 

Saudi Arabia, Kuwait the 
United Arab Emirates, 
Oman, Qatar and Bahrain an 
granted the UK and US mili- 
tary facilities, including air 
space clearance, bases and 
support at regional ports, 
during the strikes. 

However, they did so dis- 
creetly. with only Kuwait 
having to make its role pub- 
lic due to the presence of 
British Tornado fighters on 
Us soil 

Reconciling their depen- 
dence on US military power 
with the grounds well of pop- 
ular opposition to the action, 
is now the 

biggest issue facing Gulf 
leaders. 

Further afield, the ferocity 
of protests in Syria, where 
the US embassy and British 
cultural centre were 
stormed, the Palestinian 
Authority, Yemen and, to a 
lesser extent, Egypt, height- 
ened regional tension in a 
way not seen since the Gulf 
war. Morocco yesterday 
allowed a banned Islamist 
movement to lead 100,000 
anti-US protesters through 
Rabat, the capital. 

Arab allies of the US rely 
on Washington to negotiate 
peace in a region fraught 
with rivalry- When the US 
acts autonomously or with 
□on-regional allies. Arab 
leaders have little choice but 
to side with public opinion 
against the US for fear of 
losing ground to -Islamist 
opponents. As the dust set- 
tles in Baghdad, regional 
observers are wondering 
whose interests were really 
served by the air strikes. 

“Is Saddam Hussein in 
power not more useful to the 
US?" asked Mustafa Kamel 
el-Sayed, professor of politi- 
cal science at Cairo univer- 
sity, yesterday. 

“There, he can provide a 
vivid illustration of the 
potential threat to [US] Gulf 
allies' security. If a less radi- 
cal regime were in power, 
would it offer the US a con- 
venient pretext for its mili- 
tary presence in the Gull?" 
he asked. 
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MIILITARY TARGETS ATTACKS ON SjJES THAT COI^ROLJVl^PONSOF MASS DE STRUCTION 

US and UK catalogue damage 
to Baghdad’s military machine 


By Alexander Nicoll, 

Defence Correspondent 

US and British military 
chiefs yesterday painted a 
picture of precisely targeted 
raids which had caused 
severe damage to the mili- 
tary machine that keeps Sad- 
dam Hussein in office as 
Iraq’s president 

During 72 hours of bomb- 
ing and missile attacks, 97 
sites were, attacked. US and 
British aircraft flew 650 sor- 
ties, Including 250 bombing 
missions. US ships fired 325 
Tomahawk cruise missiles 
and 90 more were launched 
from US B-52 bombers. 

Gen Henry Shelton, chair- 
man of the US joint chiefs of 
staff, said: "We certainly 
struck at a lot of his security 
apparatus, things that are 
key to controlling his weap- 
ons of mass destruction. But 
they are also key to his own 


protection and security." 

Tony Blair. UK prune min- 
ister, said the elite Republi- 
can Guard, described as a 
key prop for Mr Saddam, 
“now know that they are 
first in line, part of the num- 
ber one set of targets”. 

He said on BBC Television: 
"We have dearly said to the 
large, but poorly fed, poorly 
paid conscript army: ’you 
are not our target, our target 
is the elite that guards over 
you’." 

Gen Sir Charles Guthrie, 
UK chief of defence staff, 
said 30 sites had been 
attacked because of their 
connection with efforts to 
produce and deploy chemical 
and biological weapons. 
There were 33 targets In 
Iraq's air defence system; 20 
targets within Mr Saddam's 
command and control net- 
work; and 10 Republican 
Guard facilities. 


Only one civilian site, the 
oil refinery at Basra, was 
attacked, with the aim of 
preventing farther violations 
of UN sanctions. 

Among targets disclosed 
by Gen Shelton were the rill- 
ing Ba'ath party headquar- 
ters, a presidential office, 
and the headquarters of mili- 
tary intelligence, the secu- 
rity services organisation 
and the Special Republican 
Guard. Barracks of the Spe- 
cial Republican Guard In 
Baghdad and Tikrit, Mr Sad- 
dam's birthplace, were 
destroyed or damaged, and 
seven or eight presidential 
palaces were attacked. 

Among chemical and bio- 
logical targets were sites 
housing Mr Saddam’s 
so-called “anthrax air force”, 
pilotless aircraft with spray- 
ing equipment to spread 
deadly gases. Gen Guthrie 
said Iraq's efforts to deliver 


such weapons by and 
“drones at death” had been 
set bad: by several years. 

It would take years to 
reconstitute the country’s 
air defence network after 
damage to sites In many 
parts of Iraq. It would also 
be harder for the Iraqi presi- 
dent to give instructions fol- 
lowing rfamag p to his com- 
munications and command 
networks. ' 

There were mo US or Brit- 
. ish casualties and all aircraft 
had returned safely. The 
attacks met limited resis- 
tance from anti-aircraft 
defences, which were active 
particularly on the second 
night of the operation. 

George Robertson, UK 
defence secretary, raid the 
“useless" anti-aircraft fire 
seen on television had- pro- 
vided a spectacular show but 
"probably caused significant 
civilian casualties". 


SECURITY COUNCIL LITTLE CHANCE OF RESTORING ARMS INSPECTIONS BUT OIL-FOR-FOOD PLAN RESUMES SOON 


UN aiming to salvage a policy on Iraq 

By Mtehael Lflfflqohns at (he special representative of Kofi British delegates echoed the US -UK military action began, but officials said ti 
United Nations In New York Annan. UN secretary- remarks made bv Tonv was discussed in Council would nrobablv return 
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By Mtehae! LMejohns at (he 
Uniled Nations In New York 

With no guarantee that 
President Saddam Hussein’s 
military ambitions have 
been crushed by four days of 
military attacks, the United 
Nations will today begin an 
agonising reappraisal of Its 
failed strategy for containing 
Iraq. 

The Security Council was 
scheduled to return to the 
problem after the US and 
Britain called a halt to their 
four-day bombardment. A 
UN official said last night: 
“There will be a lot of 
soul-searching this week". 

The Council is expected to 
receive a detailed assess- 
ment of the situation as seen 
in Baghdad by Prnkash 
Shah, the mild-mannered 


special representative of Kofi 
Annan. UN secretary- 
general, who was appointed 
in part to mollify the Iraqis 
following angry confronta- 
tions with Richard Butler, 
chief of the weapons inspec- 
tion commission. 

Last night, officials in New 
York said a priority for Mr 
Shah, a former ambassador 
or India to the UN, was to 
determine whether the 
regime was really serious in 
announcing an end to all 
co-operation with the com- 
mission, known as Unscom. 
Mr Butler had said that his 
inspectors, withdrawn to 
Bahrain hours before hostili- 
ties began, could return 
"tomorrow” if only Iraq 
would let them, and a 
new relationship could be 
forged. 


British delegates echoed 
remarks made by Tony 
Blair, the UK prime minis , 
ter, yesterday that Unscom 
could not return in circum- 
stances that permitted Mr 
Saddam to continue a “cat 
and mouse" game with the 
inspectors. 

The most optimistic diplo- 
mats do not foresee this hap- 
pening soon, even if the 
Council issued another direc- 
tive to Baghdad to resume 
co-operation. Such a direc- 
tive would be supported by 
Russia and China, which 
noisily denounced the 
Anglo-American raids. 

Neither Sergey Lavrov, the 
Russian delegate, nor Qin 
Husaun, his Chinese col- 
league, questioned the con- 
tinuing validity of the Com- 
mission when its future after 


the US-UK military action 
was discussed in Council 
consultations behind closed 
doors last week. 

One operation that 
appears likely to resume 
quickly is the oil-for-food 
programme which has 
helped relieve the plight of 
Iraqi civilians after eight 
years of Security Council-or- 
dered sanctions. “We don’t 
see any serious effects 
there,” said Yasuiriro Ueki, a 
UN spokesman, who noted 
that allied bombing 
appeared to have spared 
Iraqi oil facilities except for 
one that was known to have 
engaged in unauthorised 
shipments. 

International staff working 
on the programme were 
withdrawn to Jordan last 
week after the bombing 


began, but officials said they 
would probably return to 
Iraq within a day or two, 
along with Lloyds agents 
under contract to the UN at 
Iraqi ports and border sta- 
tions where they control oD 
shipments out of the country 
as well as incoming food, 
medicines and other supplies 
approved by a sanctions 
committee in New York for 
purchases from oil revenues. 

With Tony Blair calling for 
the maintenance and 
strengthening of the eco- 
nomic embargo, a compre- 
hensive review of sanctions 
that Mr Annan proposed to 
the Security Council as an 
option last week and that 
some diplomats at erne point 
expected to begin as early as 
next month, may have to be 
deferred indefinitely. 


■ ' NEW S DI GEST 

M IDDLE EAST PEA C E PROCE SS 

Israel halts Wye accord 
on eve of confidence vote 

Israel’s cabinet yesterday voted to suspend the 
US-brokered Wye peace accord, insisting the Palestinians 
first meet several conditions set by Benjamin Netanyahu, 
Israeli prime minister. Not afl ministers were present 
. The vote took place ahead of today's parliamentary 
debate in which Mr Netanyahu is expected to calf early 
general elections if he loses a no-confidence vote or 
agrees with the opposition Labour party to dissolve the 
Knesset. In a bid to woo his nationalist and far-right coali- 
tion partners who oppose any exchange of land for peace 
with foe Palestinians, Mr Netanyahu is planning a tough 
speech blaming the Palestinians for his reason to suspend 
the Wye accord. The cabinet insisted Yasslr Arafat, Pales- 
tinian Authority president, abandon plans unilaterally to 
declare a Palestinian state, end incitement and collect ille- 
gal weapons. Judy Dempsey, Jerusalem 

HGHTER PURCHASE 


Pakistan settles US dispute 

Pakistan and the US have settled an eight-year dispute 
over F-16 fighter aircraft bought and paid for by Islama- 
bad, but never delivered. The delivery of the aircraft was 
suspended when Washington Imposed sanctions in 1990, 
citing concerns over Pakistan's development of nuclear 
weapons. Under the deal, Washington wiH give Pakistan 
$497m. That includes payments of $327m by end of this 
month, and another $140m over the next two years in 
commodity purchases. Pakistan has already received 
$157m. The settlement Indudes deductions by foe US in 
service, charges. 

Nawaz Sharif, foe prime minister, said President Bill 
Cfinton called him on Friday night to convey a solution to 
"a longstanding anti persistent irritant in our bilateral rela- 
tions wKh foe United States". He said: "For almost a 
decade now this issue has been hanging fire between our 
two countries." The money will bolster Pakistan's foreign 
exchange reserves which have fallen to the equivalent of 
about two weeks of imports since May, when it undertook 
its first nuclear tests. These led to western economic 
sanctions. Fartian Bokhari, Islamabad 
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Energy bills surcharge mooted 

Germany may put a surcharge on electricity bills to help 
fund a withdrawal from nuclear power. Werner MOller, eco- 
nomics minister, said DM2.5bn ($1 ,5bn) a year could be 
raised through a surcharge of 0.5 pfennigs per kilowatt 
hour of electricity. The income could be used for invest- 
ment in greener energy generation. 

Mr M Oiler's proposal follows a meeting last week 
between Gerhard Schrfider, the chancellor, and energy 
industry executives who are concerned over foe details of 
the “red-green" government’s commitment to halt nuclear 
power generation. 

The industry has urged Mr Schroder and Mr MOller to 
water down plans from the environment ministry, which is 
held by foe Green party, for a rapid decommissioning of 
foe country’s 19 nuclear reactors. Mr Schroder is reported 
to have assured the fodusby that decommissioning would 
be gradual. Frederick Studemarm, Bonn 


CREDIT LYONNAIS INVESTIGATION 


Bank of France papers seized 

A judge investigating losses at state-owned Gr&lif Lyon- 
nais has seized documents relating to the troubled bank 
from the Bank of France, a spokesman for the central, 
bank said. The judge “came to the bank bn Thursday and 
requested a certain number of documents relating to 
Crtidlt Lyonnais from 1990 through 1994," said the 
spokesman. 

Credit Lyonnais lost FFr21bn ,($3.76bn) between 1892 
.-and-l^^and a state bailout Epproyed earlier this year by 
foe European Commission cost ^Frehcfo taxpayers 
FFrlOObo. Jean-Yves Haberer. credit Lyonnais chairman 
from 1988 to 1993, is under investigation for presentation 
of false financial accounts and information. AP, Parts 


HUMAN RIGHTS IN CHINA 

Union activist freed into exile 

China released a labour activist. Liu Nanchun, into exile in 
the US yesterday, in an apparent effort to deflect criticism 
from foe trial today Xu WenD, a leading dissident. Mr 
. Liu; 50, who was freed on medical parole, had been 
.arrested In 1995 after .agitating to set up independent 
trade unions and petitioning for an official reassessment of 
the 1989 army crackdown on protests in Tiananmen 
Square. He was sentenced to hard labour wffoout a trial. 

•• Thetri al of Mr Xu has drawn strenuous criticisms from 
htmteh rights groups. Mr Xu is expected to plead not guilty 
to chwges of subversion for his attempts this year to set 
up China’s first opposition party, the Chinese Democratic 
party ICQP). Human Rights Watch, foe New York-based 
group, called for the suspension of a human rights dia- 
logue between the US and China in January, and one 
between foe European Union and China In February. Two 
oth er key members of the CDP, Wang Youcai and Qin 
Yongmtn, stood trial last week. No sentence has yet been 
announced. 

The recent round-up of dissidents this winter stands In 
marked contrast to a relatively tolerant attitude d splayed 
by Beijing's leaders In the run-up to President Bill Clinton’s 
visit this summer. James Kynge, Beijing 

POLAND AND THE EU 

Reforms face political turmoil 

Reforms needed in Poland to adapt to accession to the 
European Union face a troubled period following the 
departure of Maria Karasinska Fendler. acting head of the 
government’s European integration committee. 

Since her appointment in July Ms Fendler has suc- 
ceeded in tightening the committee's operations and 
qnprovtog Poland’s image in Brussels. She said last Friday 
she was teevlng the post as her appointment was due to 
run only urtn December 20 . 

Ms Fender’s departure opens the way for a squabble 
among Poland’s centre right coalition for the post The 
nghtwlng nationalist ZChN has already staked its claim 
and this is likely to be resisted fiercely by the pro-business 
Freedom Union, another coalition member. Jerzy Buzak, 
fo€ iprime minister, has said he has yet to decide foe fate 
of the committee. 

' ^ ^ have t0 deads whom to appoint 

to the posrt but aisa resolve a turf dispute over the toe of 
foe comonttea, This centres on a demand by the foreinn 
ministry^ that it should take over the committee and co-or- 

Cfin ??.f t ^f nd S ^'daw Geremek, foe foreign 

monster, is one of the leaders of foe Freedom Union 
Christopher BoMnaki. Warsaw 


- -I- 


J| 





•• •' . 11 > ... 







s’j.* . ' 

5^y" ;; 


K*- : 




FINANCIAL TIMES 


Monday DECEMBER 21 199 $ 



pc« process 

■'■ .■ r -■ 


LDP brings 


international 



on board 



By Paul Abrahams in Tofqo 

Japan’s ruling Liberal 
Democratic party baa forced 
a coalition with the Liberal 
party. The move, finalised at 
the weekend, should help 
the LDP hold on to power 
until the next lower house 
elections, which must be 
held by the autumn of 2000. 

The coalition win have 117 
members in the 252-seat 
upper house. Although criti- 
cal policy details have not 
yet been resolved - particu- 
larly over tax aid defence - 
the deal, together with the 
help of independents, should 


suable the LDP to secure 
control of the upper house. 

LD P already has a 
majority in the lower house. 

*We have agreed to work 
together to seek ways to 
overcome these diffi cult 
&nes,” said Keizo Obuchi, 
prime minister. 

The agreement Increases 
the chances that sales tax 
could be cut. Ichiro Ozawa-, 
leader of the Liberals, 
has been pushing for the 
controversial tax to be 
slashed in an effort to boost 
the economy, which is feeing 
the possibility of an unprece- 
dented third . consecutive 


year <tf decline. 

The gloomy economic outr 
look was underllned by .fhiB 
government, which yester- 
day downgraded its forecast' 
for economic growth for this 
fiscal year from minus L9 
per cent; to minus 12 per 
cent ft predicted the econ-. 

onay would expand 0.5 per 
cent in the year ending in 
March 2000. But Kitehi Miya- 
zawa, frnpTirp minister,- said: 
“It will not be a figure that 
can be easHy attained.'’ 

Private economists are 
much more gloomy than the 
government, pointing out 
that it tehds to be over-opti- 


mistic. However, the govern- 
ment insists private sector 
economists have not taken 
into account ' its additional 
spending plans end cuts in 

inwimfl and corporate 

Over the weekend, it 
.revealed details of itspropoar: 
sis for the budget, which 
will be .the largest ever at 
Y8l.S60bn ($706bn). an 
increase, of Mper cent, and 
the first rise in two years. 
The draft budget will be 
presented . to ministries 
today. 

The huge budget - at a 
time . when . tax receipts are 
tumbling - will the 


government will have to 
issue about Y31,050bn in new 
debt next financial year, an 
all-time high: 

The issue of g ov e rnment 
finances is likely to be a 
bone of contention between 
the LDP and the T Mwalft If 
these differences can be 
resolved, analysts expect a 
cabinet reshuffle around 
Januar y 5, or in the middy* 
of the month after Mr Obu- 
chi's visit to Europe. Under 
the agre emen t, the number 
of cabinet pests will be cut 
from 20 to IB, and the Liber- 
als will get at least one posi- 
tion In the cabinet ' 


US dispute 
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Mainstream parties circle over 
badly wounded National Front 

imer Iskander on French politicians’ ambitions to wrest the 
% share of the country’s vote held by the troubled far-right 
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Slttircharge mooted 




F rance is on the brink of 
the biggest shift in its 
political landscape for 
many years, as a result , of 
the threatened disintegra- 
tion of the National Front 
following a bloody fight for 
its leadership. 

The far-right party 
founded by Jean-Marie Le 
Pen, a former paratrooper 
lieutenant in the Foreign 
Legion, is experiencing the 
most serious crisis in its 25- 
year history. 

Earlier this month Mr Le 
Pen sacked more than a 
dozen regional party leaders 
who were close to Bruno 
M6gret, until recently the 
NF's deputy leader and most 
likely successor to Mr Le 
£n. 

The Megretiste rebels have 
led for a nationwide confi- 
lence vote on January 24 
against Mr Le Pen, a move 
described by the party leader 
as irrelevant, unwarranted 
and unconstitutional under 
NF statutes. Mr Le Pen 
insists that he was elected 
only recently to lead the 
party for three years and 
that he sees no exceptional 
events warranting an 
extraordinary meeting of the 
party’s congress. 

With the NF seemingly 
slipping towards an irrevers- 
ible split, the mainstream 


parties fee) its 15 per cent 
share of the national vote 
has come up for grabs. 

This , belief was reinforced, 
by an opinion poll by Sofres, 
the French polling agency,' 
showing that if Mr Le Pen 
and Mr Mfegret led two sepa- 
rate lists for June's Euro- 
pean elections, 41 per cent of 
NF sympathisers would vote 
for neither. 

Consequently, both the 
Socialists and President Jac-. 
ques Chirac’s Gaullist RPR 
have spent the past week or 
so wooing the NF’s unde- 
cided voters. Phi lippe 
Sfegum, leader of the RPR, 
was quick to react to namis 
by Lionel Jospin, the Social- 
ist prime minister, that the 
left should be credited with 
“blocking the National 
Front’s progression”. Mr 
S&guin said in a radio Inter- 
view: “The National Front, 
has prospered, it has devel- 
oped, under the left.” 

Mr Jospin’s statements, 
coupled with a generous rise 
in welfare payments to 
please his Communist and 
Green coalition partners, 
were widely seen as an 
attempt to counter the 
recent recovery in Mr Chi- 
rac’s popularity and influ- 
ence. Since the mid of the 
summer, Mr Chirac has capi- 
talised on a .string of set- 


backs for Mr Jospin's gov- 
ernment. whose reform pro- 
gramme has been bogged 
down in parliament. Mr 
S6gum’s' move was aimed 
primarily at taking the. 
steam out of Mr Jospin’s 
counter-offensive. 

But so far, neither the 
Socialists nor the RPR lead- 
ers have TT1,f, ° a convincing' 
bid to eat into NF territory, 
with both sides adopting 
nearly identical strategies - 
. vilifying the NF’s racist and 
protectionist rhetoric, while 
extending an invitation to 
those among its voters-will- 
ing to leave these ideas 
behind. 

The RPR is targeting for- 
mer sympathisers of the 
moderate right, who have 
warmed to Mr Le Pen’s 
nationalistic arguments, 

ba5ed OH Hamtng glnhalrea- 

tion ' for rising unemploy- 
ment and insecurity. 

Mr Jospin, meanwhile, 
sees the .NF's troubles as a 
chance to poach voters 
among its working class fol- 
lowers. many believed to be 
former communists who 
swung to the other extreme 
out of disillusionment after 
the fell of the Soviet bloc. 

While statistics over the 
past decade show a strong 
correlation between the pace 
of the NTs growth and that 
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La Pan, I aft, and IMgivt, pictured two years ago in more 
hannonkroa dines: thair bsttlo is nearing a cSmaoc Reuters 


of the decline in support for 

rtia ram tty mri etc s/vmp ana. 

lysts are sceptical the link Is 
as straightforward as it 
might appear. “It is far from 
proven that the National 
Front has attracted many 
former communists." says 
one independent observer. 
“It is more likely that disillu- 
sioned communists have just 
given up and stopped voting 
long ago.” 

ft the Tn ainu r r u am Tight is 

successful in poaching a sig- 
nificant proportion of far- 
right voters, it will be 
relieved from the agonising 
choice it has been facing - 
whether to sign up with the 
NF in future e le cti on s. 

Whatever the outcome of 
the infighting - the Sofres 
poll shows 51' per cent of NF 
voters expect the party to. 

split r thp influence of th p 
far-right in general is sat to 
dwindle as a result of the 
turmoil Analysts predict 
that the NF wfll fray at the 


edges, with some of its 
fringe fiv-Hrmc — guch as the 
neo- royalists and ultra-con- 
servative Catholics - likely 
to return to the mainstream 
right 

“When almost half its 
members are undecided, 
there is no chance that a 
split in the National Front’s 
15 per cent [share of the 
national vote] could result in 
two parties enjoying 7 or 8 
per cent each," says the 
observer. “The sum of all the 
parts of the far-right is more 
likely to mm up nearer, or 
below, 10 per cent” 

However, the biggest com- 
plication in predicting the 
NFs fate Is the fact that 
party members' support its 
split almost equally between 
Mr Le Fen and Mr Mfegret 

This should add spice to 
the European elections in 
June, which will provide the 
first real opportunity to see 
in which direction the NFs 
voters are migrating. 


Californian economy 
cools but stays ahead 


By Christopher Parkss 
in Los Angeles 


California’s five-year boom 
is over but the us state is 
still beating the -national 
trend thanks to the resil- 
ience of its diversified econ- 
omy, according to the latest 
■projections from the Univeti 
sity of California, Los 


The state’s jobs growth 
rate -will continue to outstrip 
that in the rest of the US as 
it has done since 1995 and 
there are few signs of a 
widely predicted sharp slow- 
down. 

Aerospace, once the main- 
stay of the manufacturing 
base, is expected to lose 
another 3 per cent of its 
workforce next year as Boe- 
ing struggles, but the film 
and television sector is 
poised to compensate for the 
loss of weD paid posts with a 
comeback after a flat year In 
1998. 

Although there is frenzied 
holiday shopping, and port 
traffic is at near-record lev- 
els, the Asian crisis, turmoil 


in financial markets and fall- 
ing exports have taken their 
toll. Personal incomes 
growth is slowing and the 
consumer confidence index, 
which reached a seven-year 

high in April, has fallen 12 

per cent from that peak. The 
upswing which has seen 
almost 1.5m jabs created 
since the end of 1994 will dip 

next year, with little sub- 
stantial improvement in 
sight. 

Non-farm employment, 
after rising at more than 3 
per cent for the past two 
years, will show slower 
growth of about 2 per cent 
next year compared with a 
1.5 per cent improvement for 
the rest of the country. 

However, because migra- 
tion from elsewhere in the 
US. remains high - with 
almost 250,000 arriving last 
year - unemployment, 
which has been stuck at 
nearly 6 per cent for the past 
year, will stay at that level 
for the next three years. 

Pressure from the world's 
difficulties is greatest on Sil- 
icon Valley manufacturers. 


squeezed between falling 
exports to Asia and a flood 
of cheap finished products, 
and it shows no siguB of 
relenting. 

To compensate for lost 
exports and the costs of 
meeting competition from 
cheap Imports, companies 
must trim operating 
expenses and reduce pay- 
rolls in order to bolster earn- 
ings, giving little prospect of 
employment increasing until 
2000. The loss of high-tech 
momentum will reduce state- 
wide expansion by half a 
percentage point a year as 
long as the slowdown per- 
sists. 

Export trade conditions 
are also deteriorating as 
shown by record numbers of 
shipping containers leaving 
Californian ports empty - 

950.000 from Long Beach so 
far this year compared with 

525.000 in the comparable 
part of 1997. 

Although shipments for 
the first nine months of this 
year were down only 3.3 per 
cent, third-quarter exports 
fell more than 9 per cent 


els, the Asian crisis, turmoil icon Valley manufacturers, fell more than 9 per cent 

Call pricing trend ‘puts 
telecoms groups at risk 

By Alai Cane than 60 per cent in an especially in the loi 


Europe’s new telecom- 
munications operators face 
devastation If current call 
pricing trends continue, a 
report to be published this 
week warns. 

Carried out by Analysys. a 
Cambridge-based consul- 
tancy with an international 
reputation for tariffing 
studies, it says a pricing 
environment is developing 
rapidly which will prove 
highly unfavourable for 
western European operators. 
Andrew Entwistle, Analysys 
principal consultant said: 
“The European industry can- 
not survive at the price 
points for which it Is head- 
ing." He pointed to the Ger- 
man market, where Deut- 
sche Telekom is cutting 
long-distance prices by more 


than 60 per cent in an 
attempt to regain the 20 per 
cent or more market share 
lost to new competitors. 

Prices of International and 
long-distance calls have been 
failing sharply in most Euro- 
pean countries over the past 
few years. This has been a 
consequence of liberalisa- 
tion, which has seen more 
than 200 new operators 
authorised to provide voice 
services in the EU. The col- 
lapse of international call 
prices has forced large global 
telecoms alliances, including 
Global One, to review their 
business plans. 

Simon Sherrington and 
Michael Denmead, authors 
of the Analysys study*, 
claim pricing is sliding out 
of control because of a loss 
of market discipline in a 
growing number of markets, 


especially in the long- 
distance and international 
sectors. 

They say: “International 
and long-distance call prices 
are likely to continue to fell 
rapidly over the next two to 
five years until there is only 
a small cost-orientated pre- 
mium over local call 
charges. This is a bleak out- 
look for any operator requir- 
ing a 5- to 10-year return on 
capital employed.” They pre- 
dict substantial consolida- 
tion in the industry with 
only a few newcomers prog- 
ressing to the point of a prof- 
itable exit from the business. 

*Neio Network Operators in 
Western Europe; Two vols : 
£1.250. Electronic version 
£1.495. Analysys. Suite 2, 
First Floor. Quayside, Cam- 
bridge CB5 8AR Tel 01223 
341300. 
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TRIAL OF A PRESIDENT 



RoBereoaster ride to impeachment Defiant House Democrat Shala Jackson Lae protests; canton defies radiation cate; House minority feeder Richard Gephardt faces tin press; the news hits streets in Chicago; and Bob Uvtngston wtft h« before W* r ***s nat,on 


SENATE TRIAL TALK OF COMPROMISE IN THE WASHINGTON AIR AS THE NECESSARY 12 DEMOCRATS ARE UNLIKELY TO SWITCH SIDES 


Few believe Clinton will be convicted 


By Mark Suzman In Wa shi ng ton 


As the Lewinsky saga moves 
into its final chapter in the 
Senate, there is consensus 
about only one fact on the 
basis of current evidence 
there is virtually no chance 
that the 100-member senior 
house of Congress will 
amass the two-thirds major- 
ity required to convict Presi- 
dent Bill Clinton. 

With Republicans enjoying 
a 55-45 seat majority, even if 
every party member voted 
against Mr Clinton they 
would need 12 Democrats to 
turn on their own president 
to force him out of office. 
That is a prospect even 
rightwing conservatives 
acknowledge has little 
chance of happening and 


explains why it is to the Sen- 
ate that the public are 
looking for a compromise 
resolution to the crisis. 

Almost any other option 
ranging from Mr Clinton’s 
resignation to a decision to 
drop the whole matter 
remains theoretically on the 
table. But exactly wbat hap- 
pens will depend to a large 
extent on whether the two 
parties can avoid the bitter 
partisan rancour that char- 
acterised the impeachment 
debate in the House. 

“The Senate is tradition- 
ally a much more delibera- 
tive and consensus-seeking 
body than the House." says 
John Maxwell, a Republican 
political adviser. “They tend 
to look at things from a less 
partisan viewpoint, which 


makes it easier to cut a 
deal." 

So far. that seems likely in 
this case too. Although there 
is a mmp of liberal Demo- 
crats and conservative 
Republicans, only one sena- 
tor has openly stated which 
way be would vote. Charles 
Schumer of New York, a 
newly elected Democratic 
senator and an outgoing 
member of the House of Rep- 
resentatives who opposed 
impeachment, said be would 
not convict Mr Clinton. 

With both sides apparently 
willing to compromise, some 
Democrats are holding out 
hope of a deal even before a 
trial. Christopher Dodd of 
Connecticut said yesterday ' 
he thought such a rapid 
compromise was possible 


and desirable. “I think it’s in 
everyone’s interest here to 
try to find some resolution 
of this matter that can 
maybe avoid the possibility 
of going through that trial, 
and that's something that 
ought to begin immedi- 
ately." 

Trent Lott, the Senate 
majority leader, has said be 
remains committed to a trial 
next year and even respected 
Democrats such as Robert 
Byrd of West Virginia say 
that constitutionally, the 
Senate is now required to act 
on the House's recommenda- 
tion by convening a trial 

Exactly when such a trial 
would start remains unclear, 
although the best guess is 
that it would be either late 
January or early February. 


"Once the Senate is organ- 
ised as an impeachment pro- 
ceeding. there wilt be plead- 
ings and motions that come 
before the taking of evi- 
dence." Mr Lott warned. 
"That makes it difficult at 
this time to determine when 
an actual trial will begin." 

At any time during the 
proceedings, the Senate can 
choose by a simple majority 
to end them. Members from 
both parties indicated that 
they saw significant scope 
for compromise short of con- 
viction that would also 
restore public faith in the 
constitutional process. 

Orrin Hatch, the respected 
Republican chair of the Sen- 
ate judiciary committee said 
that given that Mr Clinton's 
conviction appeared highly 


THE JUDGE WILLIAM REHNQUIST TOUGH AND FAIR-MINDED 


WASHINGTON A ‘DISASTER MOVIE 1 IN DC 


Rightwinger who may 
help president’s case 


Surreal events in the 


heartland of politics 


By Mark Suzman 


The most important - and 
enigmatic - figure in Presi- 
dent Bill Clinton's impeach- 
ment trial will be the man 
charged with overseeing the 
historic proceedings: Wil- 
liam Rehnquist, the chief 
justice of the supreme court. 

The no minal rh-airman of 
the Senate is the vice-presi- 
dent, AJ Gore, but the US 
founding fathers deemed It 
inappropriate that the presi- 
dent’s potential successor 
should chair proceedings 
that could lead to his own 
accession to the highest 
office in the land. Instead, 
authority is delegated to a 
more disinterested party. 

However, at first glance 
this would appear to be bad 
news for Mr Clinton. Mr 
Rehnquist is a Republican 
who was appointed to the 
court by Richard Nixon, the 
last president to face 
impeachment. He became 
chief justice in 1986 and dur- 
ing his long tenure has con- 
solidated a reputation as a 
tough but fair-minded jurist 
with a strong conservative 
leaning. 

But paradoxically, Mr 
Rehnquist ’s attitude to the 


constitution and its insis- 
tence on the separation of 
powers means he may prove 
surprisingly sympathetic to 
Mr Clinton’s cause. 

Although there are Few 
guides as to what actions 
deserve impeachment and 


Impeachment 
should be kept 
to "flagrant 
abuse of office* 


how such a trial should be 
structured. Mr Rehnquist 
has long taken a personal 
interest in the topic. In 1992 
he wrote a book examining 
the only precedent: the trial 
of the Democrat President 
Andrew Johnson by a parti- 
san, Republican-dominated 
Congress in 1868. 

Johnson was accused of 
violating an ambiguous law 
concerning his authority 
to make cabinet appoint- 
ments. although his real 
crime in the eyes of 
Republicans was opposing 
the tough line against the 
defeated southern states 


promoted by Congress. 

Examining those events, 
Mr Rehnquist concluded that 
the Senate had been correct 
to absolve Johnson of wrong- 
doing (he survived by one 
vote). 

Mr Rehnquist’s book 
warned that if Congress 
approved impeachment of a 
sitting president along 
purely partisan lines it could 
violate the independence of 
the executive branch of gov- 
ernment. operating like a 
“sword of Damocles” hang- 
ing above the presidency. 

“Future presidents of one 
party facing a Congress con- 
trolled by the opposite could 
well think twice about veto- 
ing bills with which they dis- 
agreed and about resisting 
the inevitable efforts of Con- 
gress to poach on the execu- 
tive domain." he wrote. 

Mr Rehnquist is also on 
record as stating that 
impeachment should be con- 
fined to chargee of "flagrant 
abuse of office - perjury, 
bribery and the like". But it 
is not clear whether he 
regards the perjury charges 
in the articles of impeach- 
ment against Mr Clinton, 
which occurred in a civil 
Suit, as having legal merit 


By Richard Woffle 


Surrealism is meant to 
unlock the inner psyche of 
the artist, but the events in 
Washington at. the weekend 
seem to have produced a 
truly bizarre canvas. 

Even as the city decked 
itself in Christmas red 
ribbons and fairy lights, its 
leading residents appeared 
on the verge of a nervous 
breakdown. “There have 
been so many bombshells," 
complained Michael Castle, a 
Delaware Republican. “We 
have bombshells in Baghdad 
and we have bombshells in 
the House of Representa- 
tives. You can’t turn your 
back for 10 seconds." 

At least the bombing of 
Iraq was brought to a dose 
out of some respect for the 
holy month of Ramadan, 
according to the New York 
Times. But there seemed 
little chance of stopping the 
impeachment bombardment 
out of Yuletide goodwill 

Instead, the sudden resig- 
nation of Bob Livingston, 
the next House speaker, 
seemed to tip much of the 
political machine into over- 
load. Even Democrats leapt 
to the defence of Mr Livings- 


ton - an arch critic of 
the president - whose 
unscripted departure was 
prompted by revelations of 
extra-marital affairs. 

Jerrold Nadler. a New 
York Democrat on the House 
judiciary committee. 


'Bombshells in 
Baghdad and 
bombshells in 
the House' 


bemoaned the “surrender to 
a developing sexual McCar- 
thyism". though The New 
York Times yesterday called 
it “the deadly sweep of the 
scythe of neo-Puritanism n . 

However, this version of 
neo-Puritanism appeared to 
be led by a most unlikely 
character. Mr Livingston’s 
resignation was apparently 
prompted by Larry Flynt, 
publisher of the porno- 
graphic Hostler magazine, 
who offered $lm for informa- 
tion about the sexual affairs 
of politicians. 

It was a weekend of shocks 
for the US political establisb- 


THE PROCEDURE constitution IS SKETCHY The president faces trial by the Senate 


Historical 
trawl on for 
obscure rules 
of Senate trial 


Judge: Wiliam Rehnquist chief 
justice of the Supreme Court 


Jury: The 100 senators 

Defendant WaUam Jefferson 
Canton, but wifl have a 
representative in the Serrate 
chamber instead of appearing 
himself throughout most of the 
trial 


Prosecuting counsel: LeacSng 
Republicans from the House of 
Representatives 


Defending counsel: White 
House lawyers 


By Richard Woffle 


The US Senate has seen 
nothing like it for 130 years. 
Since the trial of President 
Andrew Johnson in 1838, the 
procedures for the trial of a 
president have remained 
buried in obscure Senate 
rules and academic studies. 

But now the historical 
record is being heavily 
trawled for guidance in the 
trial of President William 
Jefferson Clinton. For 
Andrew Johnson Is the only 
president in US history to 
have been put on trial. 

A southerner from Tennes- 
see. Johnson was charged in 
the aftermath of the civil 
war with ll articles of 
impeachment, mostly revolv- 
ing around his sacking of 
Edwin Stanton, the secretary 
for war. who was allied to 
the radical Republicans of 
the northern states. 

The president escaped con- 
viction In a test vote - on a 


Single, catch-all impeach- 
ment article - after just six 
weeks of triaL Although his 
opponents were ahead in the 
vote, they missed the neces- 
sary two-thirds majority by- 
just one vote. 

The US constitution gives 
only sketchy directions for 
the shape of such a trial. 
Under Article X, Section 3. 
the Senate is given "sole 
power to try all impeach- 
ments". 

When the president is 
tried, ft says, the chief jus- 
tice of the Supreme Court 
should preside. Punishment 
is limited to removal from 
office and possible disqualifi- 
cation from holding any 
future office of state. 

More detailed guidance 
comes from the general Sen- 
ate rules on impeaching gov- 
ernment officials. Under 
those rules, senators act as 
jurors in a trial in the Senate 
chamber, with representa- 
tives from the House acting 


Duration: Estimates vary from 3 
weeks to 9 months 


Reaching a venfict Senators 
can put written questions on 
the two articles of impeachment 
and speak for 15 nrihutes 
before the vote 


If gidty: Cfinton removed from 
office and may be disqualified 
from future public office. 


Engraving of the Impeachment trial of Andrew Johnson in 1868’ 


as prosecutors. White House 
defence lawyers would be 
allowed to present and 
cross-examine witnesses, as 
in a cr iminal triaL 

The trial rules Impose sub- 
stantial constraints on the 
Senate's most famous occu- 
pation - sp eaking. Senators 
are "commanded to keep 
silence, on pain of imprison- 
ment", and can only submit 
questions to witnesses in 
writing, via the chief justice. 

They can, however, speak 
for up to 15 minutes when 
they vote on any final article 
of impeachment Even then. 


this minimal debate would 
take place behind closed 
doors. 

As a collective body, the 
Senate stflJ enjoys sweeping 
powers to order evidence, 
compel witnesses to appear, 
and enforce its decisions. On 
the crucial issue of bon evi- 
dence is taken - and what 
the burden of proof should 
be - the chief justice’s ded- 
sicras can be overruled by a 
vote of senators. 

For most of the trial, the 
president will not be forced 
to appear. But when the 
articles of impeachment are 


presented Mr Clinton may 
have to stand before the Sen- 
ate to hear the charges. 

Whatever the shape of the 
triaL one issue appears cer- 
tain. The proceedings will 
dominate public life for their 
duration. The chief justice. 
William Rehnquist - who 
will preside over Mr Clin- 
ton’s trial - believes the les- 
son of the Johnson impeach- 
ment is dear. 

In an interview shortly 
after the publication of his 
book on historic impeach- 
ments. he said: “You can tell 
from the publicity that the 


newspapers of the day gave 
to the Johnson Impeachment 
that nothing much happened 
in the presidency between 
the time that Johnson was 
impeached in February and 
the time he was acquitted in 
May. 

“It just really significantly 
impairs, if it doesn’t cripple 
a president, to be the subject 
of an impeachment trial. It 
also takes up a tremendous 
amount of time on the part 
of Congress so that Congress 
is not able , to do very much. 
It’s just a very time- consum- 
ing procedure.” 





FOREIGN POLICY EFFECTIVENESS REDUCED 


unlikely, having both parties 
discuss possible compro- 
mises was appropriate. 

With the Senate anxious to 
avoid the kind of pajty-line 
vote that took place in the 
House, exactly which resolu- 
tion becomes the preferred 
one is likely to depend on 
important centrist Demo- 
crats such as Joe Lieberman 
of Connecticut, who critic- 
ised Mr Clinton's behaviour 
from the floor of the Senate 
last August Speaking on 
television yesterday Mr Lie- 
berman hinted he believed 
that “tough censure" with 
some other components 
might ultimately prove the 
most appropriate compro- 
mise. "I hope that we have a 
joint bipartisan consensus," 
he said. 


White House 
counts the 
cost of vote 


By Stephen Fftfler 


raent. Mike McCurry, the 
president’s former press sec- 
retary, shed his normally 
Impeccable reserve to ques- 
tion Mr Clinton’s fitness for 
office. In a BBC interview, 
he said he had "enormous 
doubts because of file reck- 
lessness of his behaviour". 

The public was transfixed 
by the unfolding story. The 
tourist trade surged unsea- 
sonably. like rubberneck 
drivers gawping at the scene 
of a road accident. lanes erf 
tourists outside the House of 
Representatives arid the 
White House were reported 
to be longer than the queues 
outside the blockbuster Van 
Gogh exhibition at the 
National Gallery of Art 

The Washington Post 
noted the last time a single 
day combined so many 
moments of history was 
when Ronald Reagan was 
sworn in as president in 
1961, just before 52 US hos- 
tages were freed in Iran. 
That at least was a day of . 
hope for the country. Barney 
Frank, the Massachusetts 
Democrat, summed up the 
weekend's mood as being 
altogether different "A 
disaster movie scripted by 
the Marx brothers." •' 


The US president has 
substantial powers to act 
without the explicit support 
of Congress - as shown by 
President Bill Clinton’s deci- 
sion last week to launch four 
days of strikes a gyrtrad Iraq. 

But the decision by the 
House of Representatives to 
impeach Mr Clinton will 
reduce his effectiveness in 
foreign policy even if he 

escapes nnnilomnatio n in the 

Senate trial. The question is 
by how much. 

Asked yesterday whether 
impeachment would affect 
US foreign policy, Madeleine 
Albright, the secretary of 
state, replied: “The answer 
to that is No, because the 
president is doing his job, I 
am doing my job, the other 
part of the national security 
team are all on the job, and 
we are determined to protect 
and defend US national 
interests." 

However, privately, admin- 
istration officials express 
less confidence. "One of the 
many reasons that as a pri- 
vate citizen I consider if a 
very serious mistake by the 
House of Representatives is 
that it makes It more 
difficult to do 
business internationally - 
but it doesn’t make 
it that much more difficult,” 
said one senior official 

The action in Iraq showed 
"convoluted domestic poli- 
tics’’ did not prevent effec- 
tive conduct internationally. 

However, it is also dear 
that a president huddled 
with lawyers as he tries to 
defend himself in a trial that 
may well last for several 
months is not spending that 
time cm foreign policy. 

According to some foreign 
policy analysts. Mr Clinton’s 
weakness may well have pre- 
vented him from ordering 
tougher action in Iraq. 

'These analysts argue that 
a commitment of US ground 
forces would have been more 
effective in carrying out the 
now explicit US objective of 
toppling Saddam Hussein. 
But it would have been sig- 
nificantly riskier. 

The critical issue for for- 
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eign policy will be how 
impeachment wifi affect rela- 
tions between the adminis- 
tration and the Republican 
leadership in Congress. 

There were signs at the 
weekend that the vote would 
unleash severe recrimina- 
tions, weakening farther the 
prospects for bipartisan 
policymaking over the. next 
two years. 

The White House Is likely 
to adept a' more conciliatory 
approach to the Senate than 
it did towards the House, 
.and the Senate is the cham- 
ber with, most influence over 
foreign policy. 

But important aspects of 
foreign policf -r those for 
example with budgetary con- 
sequences - are still derided 
upon by the House. 

. Thus. Mr- Clinton may 
again fell to push through 
“fast-track" trade negotia- 
ting powers and other Impor- 
tant trade legislation. And 
his ..efforts in the 
Middle East peace process 
may be stymied if he cannot 
secure a budget, for exam- 
ple, to provide aid to the Pal- 
estinians. 

The picture becomes much 
cloudier 4f.Mr Clinton is 
' removed from office. j For 
example, as became appar- 
ent last week in Israel, only 
Mr Clinton’s intensive per- 
sonal interventions have 
secured the modest Txreak- 
throughs made in recent 
months in the Middle East 
peace talks. 

Without him. the pros- 
pects for peace would look 
even weaker. 

- US foreign policy across 
the world faces severe chal- 
lenges, in the security area, 
with growing evidence of the 
proliferation of weapons of 
mass destruction, and in the 
economic area, where Ameri- 
can values are being chal- 
lenged from Asia to Russia, 
and. debatably, even in west- 
ern Europe. 

As the shape of the worid's 
post-cold war order emerges, 
some .in Washington are 
worried that a weak presi- 
dent and a confrontational 
Congress are inhibiting the 
emergence of a coherent 
approach to face it 


answi 


Drastic market 
sell-off unlikely 


By Richard Tomkins 
In New York 


Anxious eyes will be 
watching Wall Street's reac- 
tion to the weekend's devoir 
opments when trading opens 
this morning, but market 
strategists believe a drastic 
sell-off is unlikely. 

Last week, even as Presi- 
dent Bill Clinton’s impeach- 
ment became inevitable, 
stock and bond prices rode. 
On Friday, the technology- 
heavy Nasdaq index surged 
. to a new high. 

“I think what the markets 
have told’ yon in the last two 
or three days is that politi- 
cians don’t matter very 
ranch unless they become 
highly destructive." David 
Hale, global chief economist 
at the Zurich Group in Chi- 
cago. said yesterday. 

"The market believes thar 
we have forces at work that 
are so structural and global 
in character that it can live 
with the problems of thi q 
particular president" 

A potential worry Is «m t 
the investor confidence will 
be undermined by the possi- 
bility that Mr Clinton may 
resign rather than face a 
Senate triaL Markets tradi- 
tionally abhor uncertainty. 


But .Mr Hate said, the con- 
sensus view was that, even if 
Mr Cfinton; went, the mar- 
kets could live with A1 Gore, 
the vice-president, because 
he would still be surrounded 
by the two main fbrmulatdrs 
of US economic policy. Alan 
Greenspan, dminnHn of the 
Federal . Reserve, and 
Robert Rubin, treasury sec- 
retary. 

"The market has derided it 
can live with a trial, and. it 
can live with the loss of.Bfil 
Clinton if it comes to that, 
because A1 Gore is a' well 
known commodity,” Mr Hate 
said. 

Another possible concern 
is that federal government 
policy may be paralysed dur- 
ing the impeachment pro- 
cess. But John Lipsky. chief 
economist at Chase Manhat- 
tan B ank, said government 
paralysis was "essentially 
another way of saying policy 
stability". 

"There’s not a sense 
there’s a crying need for 
some shift in the balance of 
fiscal or monetary policy at 
this time, so the notion that 
economic policy is going 
to he on an even keel for the 
near term doesn't really 
alter very much," Mr Lipsky 
said. 
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JAPAN TELECOM CO,LTQ 


Our business 
is to provide 
answers! 


ling answers to our customers is the essence of our business. Whether it 
is placing ah individual phone call of building a major network, Japan Telecom 
answers the telecommunications needs of its customers by providing the most 
advanced services at the lowest cost. 


We also seek to answer the expectations of our investors with intelligent strategic 
planning and forward-thinking investments. For example, our merger last year with 
ITJ has given us the capacity to offer our customers a broad range of domestic and 

inthmatiptt^'seiTice$;r';.*: /• ^ ^ 

..GOOD ' . 

Japan Telecom is actively reducing our dependence on NTT by directly l i n k ing 
commercial customers through our own fiber optic and wireless access networks 
providing telephone, leased line and digital transmission services. 


We are also strengthening our data communications services such as Frame Relay, 
Cell Relay and Open Data Network to accommodate the continually diversifying 
heeds of our customers. And our mobile phone affiliates, Digital Phone and Digital 
TU-KA, are expanding their network operations and subscriber base at a rate 
exceeding expectations. 


The result of these efforts is a greater choice of services at lower cost for our 
k customers and increased market share and higher revenues for us. Japan Telecom 
/ will, continue to answer the needs of its customers and investors with vision and 
A inn ovation to the benefit of all. 
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Harvo Murakami 


President 


Representative Director 
Japan Telecom Gx, Ltd 
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NORTHERN IRELAND SOCIAL DEMOCRATIC AND LABOUR PARTY OPENLY PRESSES PARAMILITARY GROUP TO BREAK POLITICAL IMPASSE- 


‘ ‘ * 

Nationalists urge IRA to act on arms 


By John Murray Brown 
hi DubBn 


The moderate nationalist 
Social Democratic and 
Labour party has for the 
first time openly urged the 
Irish Republican Army to 
make a pre-emptive move on 
decommissioning its arms to 
break the political impasse 
in the Northern Ireland 
peace process. 

The remarks were made 
by Eddie McGrady, one of 
the party's MPs and one of 


its leading negotiators on 
the region’s new constitu- 
tional arrangements. His 
comments follow the first 
move by any of the paramili- 
tary groups to start handing 
over weapons when, on Fri- 
day, the anti-republican Loy- 
alist Volunteer Force surren- 
dered guns and pipe bombs 
to the international decom- 
missioning body beaded by 
Gen John de Chaste lain. 

The Ulster Unionists, the 
largest pro- British party in 
Northern Ireland, insist on 


some IRA decommissioning 
before Sinn Ffeln, the IRA’s 
political wing, can take its 
seats in the new executive 
that will run Northern 
Ireland when powers are 
transferred from London in 
February. David Trimble, 
the Ulster Unionist leader, Is 
first minister in the new 
regional administration. 

Mr Trimble seized on the 
LVF initiative to press the 
IRA to make a gesture in 
exchange. Indeed, an parties 
welcomed the LVF move - 


including Gerry Adams, the 
S inn F6in president. Mr 
McGrady said: “If Gerry 
Adams can welcome the 
decommissioning of the 
LVF, why can he not wel- 
come and ask the IRA to do 
the same?" 

His remarks came as a 
weekend Orange [Protestant] 
march at Dramcree, the set- 
ting for a prolonged stand-off 
between Orangemen and 
security forces earlier this 
year, passed off without inci- 
dent Police had been mobl- 


Stansted’s profile 
rises with growth in 


London's airports 


passenger numbers 


Deregulation and low-cost airlines have aided 
airport’s fortunes, writes Michael Skapinker 


Lotion City 


D uring 1991, fewer than 
2m passengers used 
Stans ted, a small air- 
port to the north-east of Lon- 
don. By 1993. the number 
was still under 3m. London’s 
Heathrow handled nearly 
50m people in 1994 and 20m 
used Gatwick. 

Stansted. 55km from Lon- 
don, appeared to offer a poor 
gateway. To many travellers 
the airport was too difficult 
to get to and offered too few 
flights to anywhere they 
wanted to go. 

Today, however, Stansted 
is booming* By midday, long 
queues stretch back from the 
check-in desks. Passengers 
waiting for flights struggle 
to find a seat 
This year, 7m people are 
expected to use Stansted. an 
increase of 27 per cent on 
1997. This is still a small 
total compared with Heath- 
row. which is forecast to 
handle 60m passengers this 
year, or Gatwick which will 
deal with 30m. 

But BAA. which owns all 
three airports, expects Stan- 
sted to grow much faster 
over the next decade. BAA 
says that by 2008, Stansted’s 
passenger numbers will 


almost triple to 19.3m. This 
would give Stansted half as 
many passengers as Gat- 
wick, which is forecast to 
grow to 40m. 

David Field, Stansted ’s 
marketing director, says the 
airport could handle up to 
10m passengers. It already 
has outline planning permis- 
sion to double its capacity. It 
expects final approval for 
the expansion from parlia- 
ment and Uttlesford District 
Council, the local planning 
authority, in early 1999. 

How has Stansted done it? 
The first spur to growth was 
the liberalisation of Europe’s 
skies, which was completed 
last year. Low-cost carriers 
began to emerge to take 
advantage of deregulation, 
offering cheap fares and few 
frills. The new airlines 
spurned Heathrow and Gat- 
wick because they were too 
crowded and their landing 
charges were too high. The 
no-frills carriers needed a 
cheaper alternative. 

EasyJet, one of the new 
low-cost airlines, decided to 
fly from Luton airport, north 
of London. But Ryanair, now 
Europe’s most successful 
low-cost carrier, decided to 


make Stansted its main Lon- 
don base. 

This year, the airport 
received another substantial 
boost when Go, British Air- 
ways' new no-frills offshoot, 
decided to be based there. 
Virgin Express, Richard 
Branson's Brussels-based 
low-fares airline, has also 
started flying to the airport 

In recent months, estab- 
lished airlines, offering both 
economy and business class 
and hot meals on board, 
have also arrived. Lufthansa 
of Germany. Scandinavian 
Airlines System, and Alitalia 
have launched Stansted ser- 
vices. Last week, Stansted 
opened a satellite building, 
largely to handle flights by 
KLM OK, the Dutch carrier’s 
British subsidiary, which 
has a substantial Stansted 
operation. 

. Henrik Tabel, SAS's Stan- 


sted station manager, says: 
“The main reason we've 
come here is that Heathrow 
is full. You just can't 
squeeze any more flights in 
there." 

There are still barriers to 
Stansted 's growth. The most 
significant is that trains to 
the airport from Liverpool 
Street station near the City 
of London run only twice an 
hour for most of the day. 
WAGN, the privatised train 
operator, says it expects to 
be running four trains an 
hour by next autumn. 

Mr Field admits Stansted 
needs more airlines offering 
a wider range of flights. 
“OK, we’ve got a beautiful 
te rminal , but that’s not why 
passengers use Stansted.” He 
is talking to Swissair, TAP 
of Portugal and British Mid- 
land about starting flights 
from the airport 
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A member of atigroupT 


Used to head off possible 
trouble but in the event the 
Orange bands in festive gear 
marched noisily without 
going down the nationalist 
Garvaghy Road, which has 
been at the centre of the 
six month-old dispute. 

According to one Irish 
newspaper report, the rules 
of the IRA may have been 
chang ed at the recent con- 
vention to allow the seven- 
man army council - rather 
then a full convention - to 
make a decision on arms 


handover. But security offi- 
cials see little sign of a move 
before the governmental 
structures agreed last week 
are in place. 

However the IRA does 
appear to have responded to 
public pressure to make a 
gesture on the so-called “dis- 
appeared” - the small num- 
ber of people kidnapped and 
presumed murdered whose 
bodies have never been 
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Treasury to insist Vuf den 
falls on shareholders 



Editorial Comment, Page 15 


UK electricity 
tariffs ‘among 
cheapest in EU’ 


The Treasury win today demand that fife insurance 
company shareholders, not poficyhoktere, boar much of 
the burden of paying guaranteed annuity rales, which 
cost up to EIQbn (Sti6.6bn). 

Patricia Hewitt, economic secretary to the Treasury. will 
tell Insurers the problem is analogous to the £1 Ibn pen- 
sions mis-sefling scandal. However, she will stop short of 
“naming and shaming’ Individual companies, the approach 
taken over pensions mls-seSng. 

“tt is the shareholders that stand to profit from the activ- 
ities of the company that shpijW.be looking to correct the 
situation," the Treasury said yesterday. "These are Issues 
of concern. We see inequities out there.” The Treasury wfll 
detail its worries in a fetter to life insurers today. 

Ms Hewitt is to insist shareholders shoulder a large part 
of the cost of meeting the guarantees. But policyholders 
will still suffer some expense through increased reserves in 
the with-profits funds. In the tong-term this leads to tower 
bonus rates on with-profits policies. The problem arises 
from guarantees on annuity rates written Into pension con- 
tracts between the 1960s and 1980s, which actuaries 
believed would never be required. 

However, gilt yields, on which annuity rates are based, 
have fallen much further than predicted and the guaran- 
tees are now cutting in. Janies Mackintosh, London 
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By Andrew Taylor, 

Utilities Correspondent 


Domestic electricity prices in 
the UK are the fifth cheapest 
in the European Union in 
spite .of the strong pound, 
but industrial prices are less 
competitive, according to a 
study published today. 

Research by the Electricity 
Association of Britain high- 
lights big differences in 
power tariffs and the struc- 
ture of domestic electricity 
industries between the 15 EU 
countries, which next year 
must start to open their mar- 
kets to competition. . 

Philip Daubeney, chief 
executive of the Electricity 
Association, said yesterday 
that Britain was leading the 
world in Introducing full 
competition in its energy 
markets, where domestic 
prices had fallen hy 28 per 
cent in real terms since pri- 
vatisation. 

Under a 1996 EU directive, 
countries must open at least 
a quarter of their domestic 
electricity market to new 
suppliers. Greece and the 
Republic of Ireland have 
been allowed to delay imple- 
menting the directive by two 
years. Belgium, which had 
been given a 12 -man th dis- 
pensation, has decided not to 
wait and has brought for- 


ward the start of competi- 
tion to next year. 

In the first phase, only 
large industrial and commer- 
cial customers using more 
than 49 gigawatt hours a 
year wfll be able to exercise 
choice. 

The Electricity Associa- 
tion. which represents Brit- 
ish generators and suppliers, 
says power prices for a typi- 
cal UK domestic customer 
fell by 6 per cent in real 
terms during 1997, to 8-7Gp 
per kilowatt hour after 
standing charges and VAT. 

UK Industrial power prices 
were less competitive when 
measured a gainst ot he r EU 
countries. A price of 4lSp/ 
kWh for a typical medium- 
sized industrial user was the 
seventh most expensive 
among the 15 member states. 

Industrial price compari- 
sons took no account of 
pxrfcmg p rate or tax differ- 
ences, other than VAT. Some 
rival countries also cross- 
subsidise industrial costs to 
a much greater extent than 
Britain by charging their 
domestic customers more. 

France has the fifth high- 
est domestic charges, 9£6pf 
kWh, but the second cheap- 
est industrial costs at 3.76p/ 
kWh. Finland was the cheap- 
est, charging industrial cus- 
tomers 3JLp/kWh. 


ECONOMY 


Negative inflation predicted 


Britain could be heading for a period of negative inflation, 
according to a report published today by the Centre for 
Economics and Business Research. Its quarterly assess- 
ment of the UK economy predicts that UK Inflation will fall 
to 0.1 per cent in 2001 and to -0.2 per cent by 2002. It 
also forecasts that Britain will find Itself In full-blown reces- 
sion next year, with a fall in output of 0.1 per cent 
Douglas McWilliams, chief executive of the centre, said 
the Bank of England had been stow to appreciate the 
more deflationary environment and thought it unlikely that 
it would cut Interest rates aggressively to stave off the 
predicted economic slowdown and ensuing period of 
deflation. Vicki Bakhshi, London 


ELECTRICAL GOODS 


Recycling could hit retailers 


A proposed European Unton directive on recycling electri- 
cal goods could cost UK retailers £500m ($830m) a year, 
according to a cross-industry association. 

The objective of the directive is to reduce foe environ- 
mental Impact of discarded electrical and electronic 
goods. An estimated 6m tonnes of electronic waste, some 
of which is hazardous, is thrown away every year. The 
draft directive aims to increase recycling by requiring 
retailers to offer to take bade old equipment when selling a 
similar Hem. 

But the Industry Council for Bedrock: Equipment 
Recycling, which draws together materials suppliers, man- 
ufacturers, retailers, waste moiagement companies, recy- 
cters and local authorities, said the EU proposals would be 
expensive and inefficient Vanessa HcttWer, London 
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When Unilever wonted to automate for high speed production 
for Lipton, Rockwell was their cup of tea. 


You succeed 


ceed. We succeed." 

http://www.rockwell.com 
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Hopes still waiting 
to reach fulfilment 

President Cardoso is on the defensive as the 
nation seeks to restore financial confidence. 

Richard Lapper and Geoff Dyer report 


Annual country review 


Economic summary 


There win be no revelling 
. tor Fernando Henri que Car- 
doso this New Year’s eve. On 
January x, under the mid- 
morning sun. he will be 
sworn in tor a second term 
as Brazil's president in the 
knowledge that he has no 
time to waste. 

Sporting a crisp, new yel- 
low and green «»gb that is 
being specially prepared for 
the ceremony, he win try to 
use the occasion to kick- 
start an administration 
which is looking a little 
bedraggled even before it 
has officially begun. 

Mr Cardoso, an eminent 
intellectual, knows that his 
place in history is « tm unde- 
fined. If he can pull the econ- 
omy away from crisis over 
the next few months, and 
create the conditions for 
high-growth in the future, he 
may go down as a great 
modernising president. If 
not, he will be seen as yet 
another Brazilian politician 
who raised hopes he could 
not fulfil 

Mr Cardoso, a card-carry- 
ing communist in his youth, 
had hoped to use his second 
term and a stable economy 
as a platform for an assault 
on Brazil's social problems, 
notably through improve- 
ments in health and educa- 
tion. Instead, the govern- 
ment is on the defensive, 
hattiing to regain the inter- 
national confidence that it 
lost so abruptly in the finan- 
cial crisis of August and Sep- 
tember this year. 

More than tour years after 
the launch of the “Real" 
plan, the search for eco- 
nomic stability is still at the 
top of the B razilian govern- 
ment's agenda. Already 
there are worrying signs 


that the government’s fiscal 
austerity plan — to 

save over 3 per cent of GDP 
from next year’s budget 

alone — is rwming Tingf-n/»v 

There are also fears that the 
combination of draconian 
fiscal adjustment awt ti ght 
monetary policy will force 
Brazil into deep recession, 
aggravating social tensions 
and potentially undermining 
same af the gate* so pain- 
fully won during Mr Car- 
doso's first four years. 

These advances are consid- 
erable. Inflation, which 
exceeded 2,000 per cent in 
1994, has been quashed and 
is now lower thaw in the US. 
The government has begun 
to dismantle the oarporatlst 
state built up since the 
1950s, including the $19.1bn 
sale in July of Telebrfis, the 
telecommunications com- 
pany, in what was easily 
Latin America's biggest pri- 
vatisation. 

In this new environment 
of stable prices and a more 
open economy, Brazilian 
companies have made dra- 
matic improvements In effi- 
ciency. According to Malison 
da NObrega, a former 
minister, labour productivity 
has risen by 7.5 per cent a 
year since 1990. Some, compa- 
nies have improved their 
total produc tivity by 60 per 
cent since the adoption of 
the Beal plan, he says. Brazil 
has become a mecca for 

inte raaHrmal mwwnftictnrere. 

However, Mr Cardoso is 
paying dearly tor the prindr 
pal policy feflnre of his first 

adwifnigta-atinn — an Inability 

to rein in public spending. 
The budget deficit is likely 
to reach &1 per cent of GDP 
this year. 

The fell-out from file Asia 


crisis has been partly 
responsible. In order to 
defend the Beal - which 
devalues at a fixed. 7.5 per 
cent a year against the DS 
dollar - interest rates have 
twice been raised .to emer- 
gency levels since last Octo- 
ber. As a result, the costs of 
servicing internal debt have 
risen sharply.-. 

The gover n ment must take 
a large part of the blame, 
however. It failed to deliver 
many of the cuts it promised 
in a previous austerity plan, 
launched last year. And in 
the run-up to the election, 
"pwwMrig at both state and 
federal level was excessive. 

The new fiscal package, 
introduced in. October, 
allowed tie g ove r nm ent to 
seal a $41.5bn emergency 
finance deal from the Inter- 
national Monetary Fund and 
has bought Brazil same vain-’ 
able time. 

“Brazil was a country 
dose to collapse," says Dany 
Rappaport, chief economist 
at Santander investment in 
Sdo Paulo. "Now we have 
our heads above water." 

Plans Deckers, executive 
vicepresident tor ABN Amro 
in Latin America, says: “Bra- 
zil has bought three to four 
months of resistance to 
eztamal shocks, but not 
much more than that The 
last thing you want to do is 
give the speculators the 
impression that the economy 
is v ulnerable again." 

While few crifics doubt the 
go v e r n m ent’s in manag- 
ing crisis situations, there 
are considerable doubts 
about 7 its ability to push 
through the changes needed 
to guarantee stability. Ear- 
lier this, month, congressio- 
nal deputies rejected an 
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increase in civil servants’ 
pensions contributions 
despite the great emphasis 
the go v e r n m ent had placed 
on reducing the R$42bn defi- 
cit in the pensions system. 
Worse stffl, even if the gov- 
ernment succeeds in putting 
the package into effect, the 
severity of the measures 
could plunge Brazil- into 
deep recession. 

The government believes 
the economy, which has 
already slowed sharply this 
year, wOl derifne by l per 
cent In 1999. However, some 
private sector economists 
are forecasting that the con- 
traction could be as steep as 
4 per cent. 

The depth erf the recession 
will be a crucial' factor in the 
success of the Brazilian eco- 
nomic plan. A sharp down- 
turn could jeopardise it by 
both reducing fiscal reve- 
nues and, more generally, by 


triggering social and politi- 
cal tensions. The already 
fragile five-party coalition 
which backs Mr Cardoso 
would become even more dif- 
ficult to manage. Addition- 
ally, the everpresent debate 
within the government over 
whether to stick to the cur- 
rent exchange rate or 
whether to devalue in pur- 
suit of higher growth could 
move centre-stage. 

At the moment, the eco- 
nomics team led by finance 
minister Pedro Mnlaw and 
Gustavo Franco, president of 
the central Hank, are in con- 
trol. 

“B razilians showed at the 
elections that they are 
totally opposed to frrfinfinn 
and , any policies that might 
bring it back,” says Mr 
Franco. But Luciano Cou- 
tlnho, an economist at the 
University of Campinas, 
says: “Recession will affect 


the ability of the president 
to govern- The question is 
whether the government 
coalition can endure a two- 
to-three-year period of slow 
growth." 

In the short-term, at least, 
these pressures will make it 
more difficult for President 
Cardoso to press ahead with 
his longer-term programme 
of institutional and struc- 
tural reforms. Pressure on 
legislative time, for example, 
may make approval of a 
much-needed political 
reform more difficult, even 
though there is broad con- 
sensus in favour of the 
changes. The reform is 
designed to strenghten 
tighten loyalty within par-, 
ties and should make it 
easier for the executive and 
. legislative branches to work 
together. 

Reforms of the compli- 
cated tax system and labour 


laws are priorities because 
they will reduce the high 
cost of conducting business. 
Tax reform alone, which will 
involve scrapping a bewil- 
dering variety of exemptions 
and rationalising several 
overlapping indirect taxes, 
could reduce costs by as 
much as 10 per cent for some 
businesses, according to ana- 
lysts. But the changes have 
so far proved impossible to 
pilot through Congress 
because of opposition from 
vested interests and from 
state governments, some of 
which could lose out 
Immediate political and 
economic pressures will also 
make it more difficult to 
ease what is perhaps the sin- 
gle biggest restraint cm Bra- 
zilian development - the 
High cost of capital. In the 
long-term, reducing the gov- 
ernment’s d pm ami for finan- 
cial resources — by cutting 


’Dk 2 Sap 

the fiscal deficit - should 
make it easier for companies 
to borrow. 

Most of all the economic 
downturn and austerity 
package have once again put 
much of the government's 
social reform agenda on the 
back-burner. All budgets 
have had to be cut, including 
education and health, the 
most effective weapons for 
reducing inequalities. 

The statistics are familiar 
enough. A report published 
earlier this month by Unicef 
showed that Brazil contin- 
ued to have the worst distri- 
bution of income in Latin 
America, apart from Hondu- 
ras and Guatemala. Absence 
from school was 25 times 
higher among poor children 
than among children from 
well-off families. Given the 
pressure the economy is fee- 
ing, swift improvements are 
unlikely. 
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COMPTOHtS 

MODERNES 

has acquired 

the supermarket business of 

LOJAS AMER1CANAS 

CCF Brasil advised 
Comptoirs Modemes SA 
in this transaction. 
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Atica Shopping Cultural 
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tn this transaction . 
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THE ECONOMY by Andrew Bails 


IMF leads $41 bn gamble on fiscal adjustment 



"We used to go to 
Washington to talk to the 
International Monetary 
Fund,'’ says a Brazilian civil 
servant, “Now our budgets 
are so tight, they fly to Bra- 
silia.’' 

The Washington- Bras ilia 
flight is likely to packed 
with officials for the next 
Tew months. Led by the IMF 
and the US Treasury. 20 
industrial countries have 
staked a S4l.5bn package of 
support on the ability of the 
Brazilian government to 
deliver a fiscal adjustment 
plan equivalent to mare than 
3 per cent of grass domestic 
product next year. 

The gamble is that the fis- 
cal plan will be good enough 
to regain the confidence of 
investors at home and 
abroad, allowing interest 
rates to fall and averting a 
deep recession that could 
undermine the credibility of 
the plan, and force an 
uncontrolled devaluation. 

A fiscal deficit approach- 
ing S per cent of GDP. and 
current account deficit 
around 4 per cent of GDP left 
Brazil particularly vulnera- 
ble to the change in Investor 
sentiment In the wake of the 
Russian default. In Septem- 
ber. capital haemorrhaged 


fro m the country at a rate of 
Slbn a day. To defend the 
currency peg. the authorities 
were forced to increase the 
real interest rate to more 
than 40 per cent - an unsus- 
tainable burden on the econ- 
omy that further under- 
mined tbe exchange rate 
commitment 

Unlike in Asia, where 
international support 
arrived after disaster had 
already struck, the Brazilian 
authorities have asked for 


help to bead oft a calamity. 
The government remains 
strongly committed to main- 
taining the exchange rate 
regime. Before going to the 
IMF, it had already unveiled 
a fiscal package designed to 
correct the external imbal- 
ance while leaving the real 
peg untouched, ft convinced 
the IMF with its plan. Now it 
has to convince the markets. 

“The key is confidence, 
and this will depend on how 
the fiscal programme goes. 


will be able to reduce 
interest rates,” says Pedro 
Malan, fimwio minister. 

However, the IMF plan has 
sparked controversy. The 
total lack of private sector 
involvement has provoked 
criticism that It is yet 
another ball-out of foreign 
investors. Moreover, as 
economists inriurting Jeffrey 
Sachs of Harvard University 
have argued, rather than “a 


high-wire act to try to save 
an overvalued currency with 
sky-high interest rotes, a (hr 
better approach would be to 
allow tbe real to weaken, 
and to bring interest rates 
down to sustainable levels.” 

The real stabilisation plan 
has been phenomenally 
successful in bringing 
Inflation, down from above 
1X300 per cent at the start of 
the decade to about 2 per 
cent. It has also exposed a 
big structural fiscal deficit 


Hyperinflation no longer 
erodes the true cost of 
spending commit men ts. 
Moreover, the high levels. of 
Interest necessary to 
maintain the real peg 
against the dollar have 
compounded the fiscal 
burden. 

The government’s 
austerity plan, which has 
been audited by the IMF, is 
designed to stabilise the 
ratio of debt to GDP at 43 per 
eent by 2000, and to reduce it 


Financing ‘should not be a problem’ 


Most economists agree 
that Brazil will not 
face a problem financing 
its current account deficit 
next year, writes Andrew 
Balls. 

“Tbe IMF money together 
with Brazil's reserves means 
that there will not be a 
default next year. Tbe 
central bank will have • 
dollars,” says Dany 
Rappaport, chief economist 
at Santander Investment 

However, if capital 
inflows are not large 
enough to finance the 
current account deficit. 


and the central bank is 
forced to run down its 
reserves, this will put 
pressure on the real 
peg. Moreover, If companies 
are unable to access 
capital markets, this 
will exacerbate the 
recession. 

Foreign direct investment 
and privatisation receipts 
will prove robust next year, 
even If privatisation 
premiums fall in response to 
greater uncertainty 
surrounding the outlook for 
fine B razilian economy. 

ABN-Amro Brazil has 


dipped its toe in 
the capital market, issuing 
a bond for $75m at 
564 basis points. However, 
according to Roger Wright, 
head of investment banking 
at CSFIMJarautia, the 
market remains effectively 
closed. 

“This does not mean that 
someone will not want to do 
a favour for a 
multinational,’' Mr Wright 
says. “Some medium-sized 
companies might be able to 
borrow as well, but .there 
is not a lot of money 
out there. Trade finance is 


trickling h a ck much 
slower than after past 
crises. Companies will have 
to scale bad. investment 
plans - and 60 
times about any expansion 
plans." 

Gustavo Franco, governor 
of the central bank, remains 
relaxed about the capital 
markets outlook. • 

the road-show (ft 
international f fruwicfoi 
markets by Pedro Malan, 
finance minister, has been a 
success, he says. “If the 
fiscal programme succeeds, 
and Brazil regains access to 


international capital 
markets, money win flow 
back In.* 

The central bank has no 
plans, at present, to try 
to access capital 
markets directly, Mr Franco 


“We have reserves of more 
than 940bn. Together with 
access to trade foods from 
the IMF, we can wait. But 
we are aware of the 
opportunities to help the 
private sector by opening 
markets and will keep our 
options open: don’t rule out, 
don’t anticipate." 


If the plan is good enough to regain the confidence of investors at home and abroad, this will allow interest rates to fall and avert a deep recession 

The more we progress on high-wire act to try to save Hyperinflation no longer thereafter. The target is Jot 
fiscal policy, the more we an overvalued currency with erodes the true cost of primary surplus 

interest payments of 2.6 per 

cent of GDP in 1999, rising to 

2£ per cent erf GDP in 2000 
and 3 per cent in 2001. 

On the revenue side, the 
plan involves a financial 
transactions tax and 
increases in pension 
contributions for working 
and retired civil servants. 
Tbe most important 
expenditure measure Is 
savings from social security 
reform. 

The bulk of the burden 
will be borne at the federal 
level. Past, failed, plans have 
pencilled in big cuts at the 
state and local level, and. La 
state enterprises, that tbe 
federal government could 
not deliver. 

The main hurdle of consti- 
tutional votes on social secu- 
rity and administrative 
reform has already been 
cleared. 

But whether the govern- 
ment will come close enough 
to the fiscal targets to claim 
success remains an open 
question. 

The external Influence of 
the IMF should prevent 
back-tracking. However, the 
government’s recent con- 
gressional defeat on pension 
contributions from retired 
civil servants should have 
jolted any complacency. Tbe 
government says it will get 
measures through in the 
next parliamentary session. 
A long delay in passing the 
transactions tax could blow 
a much bigger hole in the 
programme. 

By reducing domestic 
demand, the fiscal adjust- 
ment will help ameliorate 
the current account deficit 
as. imports fall next year. 
The government’s hope is 
that it wifi, also allow inter- 
est rates to fall. and in turn 
stimulate a recovery starting 
in the second half of 1999. 
This would limit the extent 
of the overall fall in output 
next' year. 

Tbe official forecast is a l 
per cent foil in ontpnt in 
1999, followed by growth of 3 
per cent. in 2000 and 4 per 
cent in 2000. ■ 

Apart from political 
approval, the . depth of the 
recession will make or break 
the plan. A deeper-than-ex- 
pected recession would mean 
that government revenues 
undershot.. Moreover, a deep' 
recession could spark a polit- 
ical backlash and fears of an 
uncontrolled devaluation 
prevent interest rales from 
felling. The virtuous circle of 
growing confidence leading 
to lower interest rates could 
turn vicious. 

There are big risks on the 
downside: shocks at home if 
the fiscal programme is fur- 
ther delayed, and shocks 
from the international econ- 
omy provoking a renewed 
bout of financial turmoil. 

As a developing country 
with relatively low levels of 
private and corporate bor- 
rowing, Brazil can withstand 
interest rate levels that 
would cause developed econ- 
omies to collapse. 

However, unless they can 
finance investment from 
retained earnings, compa- 
nies need to borrow to 
Invest. Unemployment is 
already at a 20-year high: if 
companies can not expand 
production, it Is likely to 
rise. This would further 
weaken consumer demand. 
For the plan to succeed, 
interest rates must fell. 

JP Morgan, more pessimis- 
tic than most private sector 
forecasters, predicts a races- 
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slon of 4.3 per cent next 
year.' "Even if rates are 
going down, they are falling 
from the .stratosphere to 
What are still very high lev- 
els.’’ says Marcelo Carvalho, 
chief economist at JP Mor- 
gan in San Paulo. 

“Interest rates depend cm 
credibility. But credibility 
derives from the govern- 
ment's ability to run a con- 
sistent macroeconomic pol- 
icy. The current mix erf tight 
monetary policy to counter 
loose fiscal policy and prop 
up.an overvalued currency is 

not sustainable.” 

For the moment, the fiscal 
plan is the centre of atten- 
tion. However, a slowing 
economy and rising unem- 
ployment will bring the 
exchange rate policy back to 
centre-stage. 

Tbe extent of tbe overvalu- 
atiua of the real is a matter 
of some controversy, but 
estimates around the IS pm- 
cent mark are common. Tbe 
real band widens against the 
dollar by per cent a year. 
With inflation low. this 
means a pre-announced 
nominal devaluation of some 
5 per cent a year. But if the 
recession is deeper than the 
gov er nment hopes, it may be 
forced to act more dec!- 


Some economists 
think the IMF 
would not be 
unhappy with a 
controlled 
devaluation 
next year 


sively. 

“President Cardoso is not 
married to the real peg,” 
says Dany Rappaport, chief 
economist at Santander 
Investment. “In 1995, be 
waited for the Mexican crisis 
to raflm down and then intro- 
duced the new band. If he 
has to, he could do It again.” 

Some economists think 
that the IMF would not be 
unhappy with a controlled 
devaluation next year, 
despite the commitment to 
maintain tbe existing peg in 
Brazil’s letter of intent. 
Indeed, the fiscal adjustment 
plan could provide an alter- 
native anchor for stability. 

Success here, an endorse- 
ment hum the IMF, and the 
international support pack- 
age together with some 
940bn of reserves in the Bra- 
zilian central bank could 
help prevent a controlled 
devaluation from getting out 
of hand. 

Relying on the fiscal 
adjustment plan to restore 
confidence is a gamble. But 
a controlled devaluation 
risks turning into a freefalL 
“Mexico and Thailand deval- 
ued after they had run out of 
money.” says Mailson da 
Ndbrega, former finance 
minister. “Devaluation could 
be a success or a failure. 
Why run the risk when Bra- 
zil has tbe support of the 
IMF and 20 countries?” 

According to Mr Carvalho, 
however, “when the fiscal 
plan is approved, and with 
the . support of the IMF as 
well as central ■ bank’s 
reserves, the government 
has the instruments to 
devalue from a position of 
strength. This would be far 
better than being forced to 
devalue by market expecta- 
tions.” 
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ggHOgA L REFORM by Rich ard ■ ann,. 

Defeat shows 
$ why reforms 
are needed 

Party indiscipline has been a persistent 

KT 9 r the retum 10 democratic 


POLITICS By Geoff Dyer 


Make or break time for president 


The main political battleground for- 
Fernando Cardoso as he starts his second 
term in office will be in Congress ■ 
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Tfrg Brazilian government's 
defeat in a crucial vote on 
pension reform earlier fHfo 
month provided a painful 
reminder of one of the coun- 
try’s most pressing problems 
- the weakness of its politi- 
cal parties. This setback 
illustrates the need for the 
introduction of long-expec- 
ted reforms. 

The coalition of centre-left 
and right-wing parties that 
supported President Fern- 
.. ando Henrique Cardoso’s re- 
\ el ectio n in October has a 
i r substantial majority in Con- 
gress. counting on 396 of the 
' 513 deputies in the lower 
house and 64 of 81 senators. 

Yet - even though the 
vote on pension. reform. was 
a vital one for the govern- 
ment — only 185 deputies 
voted in favour. Under pres- 
sure from interest groups, 
such as civil servants* . 
unions and pensioners' 
organisations, one out of 
every four government depu- 
ties voted against President 
Cardoso. Dozens of others 
did not even bother to turn 
up for the vote. 

Similar indiscipline has 
been a persistent problem in 
Brazil since the return to 
democratic rule in 19®. Rule 
changes designed to 
strengthen party discipline 
*. and improve the way the 
v executive and legislature 
i work together have been on 
President Cardoso’s agenda 
since he took office in 1994. 
Until now these have been a 
lower priority than economic 
policies such as privatisation 
and trade reform. That could 
be about to change. 

Sergio Machado, the leader 
of the pro-government Bra- 
zilian Social Democratic 
Party in the senate, pres- 
ented extensive reform pro- 
posals this month and is 
optimistic that they will be 
approved. 'There is a great 
consensus for these 
changes," says Mr Machado. 
"It doesn't make sense apt to 
have continuity." i .••••.*. 


arately for their choice of 
c andi dates. Individual candi- 
dates are therefore encour- 
363(1 to campaign as much 
for themselves as for their 
party. “It leads to very per- 
sonallstic campaigns since 
all candidates work for 
themselves," says David 
Fleischer, a Brasilia-based 
political scientist. “Your 
worst enemy is in your own 
party." Mr Machado says: 
“The disputes axe inside the 
party, not outside it," 

On the right and in the 
centre of the political spec- 
trum at least, parties tend to 
be loose alliances put 
together purely for electoral 
purposes, rather than coher- 
ent groups backing an ideol- 
ogy or political programme. 
Alliances between parties 
are common but, because 
the political character of the 
parties themselves differ 
from state to state, these aUt. 
ances also tend to fluctuate. 

Individual candidates are 
backed by interest groups - 
and frequently campaig n on 
behalf of these groups - 
ranging from churches, to 
sports dubs. Two sets of 
interest groups have been 
particularly powerful in the 
current congress: a so-called 
"Rural Caucus", that repre- 
sents the interest of big 
farmers, with the support of 
about 130 deputies, and a 


Smaller parties 
tend to survive as 
part of alliances, 
adding to the 
fragmentation of 
the system 


"Municipal Block”, that is 
less cohesive but still counts 
on about 80 deputies. "Small 
interests get together fo pra 
sent Mg advances," says- Mr 
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highly fragmented .with par- 
ties competing for power In 
a bewildering series of alli- 
ances that vary between Bra- 
zilian states. Divisions 
within the parties are often 
sharper than those between 
the parties, and loyalty is 
weak. During the last gov- 
ernment no fewer than 280 
of the 513 deputies changed 
parties. Finally, the system 
is dogged by the existence of 
many smaller parties - 19 in 
the last Congress. 

At the root of the problem 
is an electoral system that 
encourages individualism. 
After the fell of the dictator- 
ship of Getulio Vargas in 
3945, Brazilian congressmen 
chose to adopt a system of 
proportional representation 
that had been in vogue in 
Europe- before the second 
world war. In this system, 
seats are allocated to parties 
according to their propor- 
tional .share of the vote. In 
- most countries that have 
adopted this system parties 
select a pre-set list of candi- 
dates nominating the order 
in 'which they are to be 
Selected. The higher the can 1 
■^Udate’s position on the list, 
;; the greater the chance of 
jririuitag a seat - 
. by contrast to one 

of twb countries in the world 
%lfjnland is the other - to 
so-called “open list" 
ja this -model the 
assemble a list but 
voters to decide pre- 

brftfri'h candidates are 

^tifectcd. Voters vote 


-'MattarsTfcawe^ .Seen jnade 
worse because Brazil's politi- 
cal party law nu£es It rela- 
tively easy to form a party. 
In the aftermath of military 
rule when only two -official 
parties” : were tolerated, the 
proliferation of small forties - 
was . encouraged as a sign of 
democratic well-being and is 
still defended by semens evi- 
dence of “political bio-diver- 
sity”. in reality, however, 
i h«m smaller parties tend to 
survive as part of a llianc e s, 
adding to the fragmentation 
of the system. 

Mr Machado’s proposals, 
which enjoy the support of 
President Cardoso, envisage 
five main changes. If the 
changes are approved, the 
open list would be aban- 
doned in favour of the more 
usual closed list system and 
proportional representation 
mixed with a system of local 
representation. Brazilians 
would have two votes: one to 
elect a deputy for their area 
or district, the other for their 
party. • • 

This so-called "mixed sys- 
tem" would represent a “tre- 
mendous' -revolution in our 
system", says Mr -Fleischer. 
The freedom of congressmen 
■to change parties would, also 
be sharply reduced. A sys- 
tem of state funding would 
be introduced, with tiie 
amount erf campaign monies 
linked to. the number of 
votes obtained in the imme- 
diately preceding election. 
And. it would be more diffi- 
cult to farm new parties and 
to form allianc e s - 


Political developments in 
1999 will make or break the 
presidency of Fernando 
Henrique Cardoso. - who 
starts a second term in office 
on January !; Either Mr 
Cardoso drives through a 
series of emergency and 

long-term budget-cutting 

measures during the year, or 
Brazil will face a fufl-blown 
economic crisis. 

The . good news for Mr 
Cardoso is that such a 
challenge could not have 
come at a better time in the 
political calendar. He is 
entering office on the h«rft 
of an overwhelming first 
round victory -in October’s 
presidential elections and 
after his five-party coalition 
maintained a substantial 
majority in Congress. 

Mr Cardoso has the 
satisfaction that the next 
elections in Brazil (for city 
mayors) are two years away 
and the official opposition Is 
divided after its recent 
election defeat 
“The timing is very 
favourabte from the political 
point of view -and gives 
grounds for cautious 
optimism,” said Bolivar 
Lamounier,. a political 
scientist 

The bad news for Mr 
Cardoso Is that even before 
being sworn in for a second 
term, the enormous political 
obstacles he faces- are 
already apparent He is by 
no wumwr the “lame duck" 
that a few critics have begun 
to label him. However, after 
only the briefest of political 
honeymoons, he is being 
confronted by challenges to 
his authority on a number of 
fronts. 

The main political 
battleground will be in 
Congress. Despite having the 
nominal support of three 
quarters of the members of 
Congress, the symbolic 
defeat the government 
suffered in early December 
on an important part of the 
fiscal austerity plan showed 
just how fickle that majority 
can. he. 

The measure, which would 
have raised pension contri- 
butions for civil servants 
and taxed retired federal 
government workers, only 
required a simple majority of 
deputies. Yet around 100 
government supporters 
voted against the proposal 
and another 109 did not even 
turn up to vote. It was a 
textbook case demonstrating 
how party discipline can 
crumble in the face of began- 
ised pressure groups, nota- 
bly pubBc sector workers. 

Within the government Mr 
Cardoso has' to manage a 
power struggle between the 
main parties In the coalition, 
which axe forever at each 
other's throats. . 

Positioning by the parties 
for influence in the new gov- 
ernment was partly responsi- 
ble for the November scan- 
dal over the privatisation, of 
Telebr&s. which prompted 
the resignations of one min- 
ister and three senior offi- 
cials, all close to the presi- 
dent, and gave the 
impression or a government 
in disarray. 

Mr Cardoso bad been plan- 
ning to create a new minis- 
try of production to coordi- 
nate the government's 
industrial policy and Luiz 
Carlos Mendonpa de Barros, 
the communications minis- 
ter and a member of Mr Car- 
doso’s Social Democrats 
(PSDB), had been pencilled 
in for the job. 

However, when local 
media published . transcripts 
of telephone conversations 
in which Mr Mendonpa de 
Barros appeared to be trying 
to manipulate the auction of 
one of the Telebras compa- 
nies, the leaders of the other 
parties in the coalition 
declined to come to his 


h'ico, 

. F #brt**ri f 



& Tr 


SiH 


Order your subscription 
to the Financial Times 
Hand Delivered in 

Rio De Janeiro, Sao Paulo & Brasilia 

Contact your local FT agent in Brazil today: 

Synchro Services de Distribuicao Ltda 


defence. Mr Mendonpa de 
Barros was forced to resign, 
along with his brother, Jose 
Roberto, the foreign trade 
secretary, and Andre Lara 
Res Bade, the head of the 
National Development Bank 
(BNDES), also from the 
PSDB. 

Mr Cardoso, who described 
the episode as "the worst 
moment” of his administra- 
tion, now has no obvious 
candidate to run the new 

Apart from the party rival- 
ries, Mr Cardoso also has to 
negotiate a quarrel between 
leading members of the cabi- 
net ova- the central issue' of 
government - e c o n o m ic pol- 
icy. 

On one side, there is the 
“development" wing who 
argue that the government's 
nam ptii g n against inflation 
should not be waged at the 
expense of the real economy 
and who propose a more 
activist role for the state in 
economic affairs. The princi- 
pal members of this ten- 
dency are Jos£ Serra, the 
health minister, and Mr 
Mendonpa de Barros. The 
production ministry could 
have become an institutional 
platform for this group to 
influence the government's 
economic strategy. 

lined up against them are 
the economic team led by 
Pedro Maian, finanw minis- 
ter. and Gustavo Franco, the 
president of the central 
bank, who argue that abso- 
lute priority must be g iv en 
to the stabilisation plan and 
the fight against inflation 

This divide, ever present 



Mr Cardoso must drive through a series of emergency and long-term budget-cutting measures 


in Mr Cardoso's first a dmin - 
istration, will come to the 
fore uext year when the 
inevitable recession will 
start to raise questions 
about the most sensitive 
area of economic policy, the 
exchange rate. Against per- 
sistent warnings from Mr 
Malan and Mr Franco that a 
devaluation would bring 
back inflation, some mem- 
bers of the government are 
beginning to call for a lower 
exchange rate next year to 
cushion the impact of the 
recession. 

One of the many head- 
aches that the TelebrSs scan- 
dal has given Mr Cardoso is 
that it has deprived him of 
the advice of the two econo- 
mists - Andr§ Lara Resende 


and Jose Roberto Mendonca 
de Barros - who had the 
capacity to bridge this divide 
wi thin the government. 

These two power struggles 
- over influence In the next 
government and over eco- 
nomic strategy - feed into a 
third, the race to succeed Mr 
Cardoso in 2002. In theory. 
this should only start In ear- 
nest after the 2000 mayoral 
elections. However, much of 
the recent infighting within 
the government inner circle 
has had the hidden agenda 
of positioning the parties for 
2002, when the PSDB hopes 
to construct a centre-left 
“pro-development" alliance 
to run against a centre-right 
block led by the Liberal 
Front (PEL). 


The other challenge to Mr 
Cardoso’s leadership will 
come from the economy, 
which is likely to shrink by 
between l per cent and 4 per 


cent next year. Brazil has 
weathered several major 
recessions over the past 
three decades, but this time 
unemployment is already at 
a near record high going into 
the slump. 

Even if the recession foils 
to provoke demonstrations 
in the streets and social 
unrest, it is bound to sap the 
government's popularity and 
complicate the passage of 
the fiscal package. 

“If unemployment rises a 
lot, it will affect the ability 
of the government to man- 
age the coalition," said 
Murillo de Aragiio. a politi- 
cal analyst in Brasilia. 

Facing these challenges, 
what can Mr Cardoso do? 
His most recent strategy has 
been to try’ and build bridges 
with the left-wing opposition 
as a way of putting pressure 
on government supporters to 
toe the line. He will hope 
that the flow of time-con- 
suming and energy-absorb- 
ing scandals eases. But most 
of all. he must convince his 
inner circle to come back 
after Christmas with a 
greater sense of common 
purpose and less intent on 
criticising each other. 
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PENSIONS by Geoff Dyer and Andrew Bails 


Most of the rules are broken 


There is a cocktail of reasons why the 
state social security system is in such 
a mess. The well-off have their nests 
feathered while the needy struggle 


From tbe title alone, the 
book does not sound like a 
must-read for tbe Christmas 
holidays: “Social Security 
Reform - Without Secrets" is 
250 pages of analysis of Bra- 
zilian pensions by Reinhold 
Stephanes, the former minis- 
ter who tried to change the 
system. 

However, for anyone who 
wants to know why Brazil 
came to the brink of eco- 
nomic collapse In September, 
and why it needs a i4l.5bn 
bail-out from the Interna- 
tional Monetary Fund now, 
Mr Stephanes' book is as 
good a starting point as any. 

Brazil is by no means 
unique in facing a crisis in 
its social security system. 
The story of increasing life 
expectancy and slower popu- 
lation growth is putting 
pressure on pension budgets 
the world over. But the 


extent of tbe problem in Bra- 
zil is particularly acute. 

The government estimates 
that this year alone it win 
record a deficit on pension 
payments - the difference 
between benefits and contri- 
butions - of R$gL2hn. That 
is equivalent to more than 5 
per cent of GDP. or two- 
thirds of the very budget def- 
icit that is the root cause of 
Brazil’s economic vulnerabil- 
ity. And, as a result of demo- 
graphic trends, the shortfall 
will only get worse if 

In describing how this sit- 
uation arose, Mr Stephanes’ 
book lifts the lid on many of 
the least attractive aspects 
of Brazilian political and eco- 
nomic life - a state and 
political parties unable to 
resist tbe special pleading of 
powerful interest groups; tbe 
corrosive effect of high infla- 


tion on responsible govern- 
ment; and the use of scarce 
public funds to feather the 
nests of the already well-off 
rather than those genuinely 
in need. 

Brazil’s pension system 
breaks Just about every actu- 
arial rule in tbe book. There 
is no minimum retirement 
age and no link between con- 
tributions and benefits. In 
the public sector, there is no 
limit on tbe size or tbe num- 
ber of pensions that can be 
drawn - and pensions are 
o ften higher than salaries. 

“It is part of a culture that 
thinks everything provided 
by the state falls from tbe 
sky,” said Mr Stephanes in 
an interview. 

It is in the civil service 
that the figures are the most 
staggering and the looting of 
public money at its most bla- 
tant. While 17.4m private 
sector pensioners receive 
payments of R$48.1bn a year, 
2.6m former civil servants 
are paid RJSibn. 

The average civil service 
pension is eight times the 


average in the private sec- 
tor , while tbe 9CKX000 retired 
federal government workers 

- 5 per cent of all pensioners 

- absorb nearly 40 per cent 
of all pension payments. 

“Based on International 
comparison, there is little 
doubt that Brazil’s civil ser- 
vice pension scheme repre- 
sents an extreme," says 
Indermit GIH, an economist 
at the World Bank. 

Mr Stephanes* book details 
a few of the mote outrageous 
abuses, such as the pension- 
ers hum tiie Bio de Janeiro 
state legislature who were 
promoted cm their last day to 
the top job in the adminis- 
tration, thereby qualifying 
for the pension that goes 
with the post: some retirees 
receive up to R$37,000 per 
month. Or there was the city 
ball In Santos which spent 
nearly twice as much on 
pensions as on school bund- 
ing and Tnaiwteti p Tiffe . 

Supporters of the system 
argue that civil servants are 
poorly paid and that high 
pensions act as a form of 


deferred • compensation. 
According to Mr Gill, how- 
ever, If you compare similar 
types of work and worker, 
salaries are actually higher 
for civil servants than in the 
private sector. 

By 2000, Mr Stephanes 
says, the number of federal 
government pensioners will 
be equal to the number of 
active workers. He adds that 
with the pressure on pen- 
sions and salaries, “the 
majority of state treasuries 
are h eading in the direction 
of bankruptcy in the 
short-term" - 

After nearly four years the 
government is on the verge 
of passing a constitutional 
amendment which tries to 
bring some order to the sys- 
tem. A minimum retirement 
age will be established, a 
ceiling placed on payments, 
and a limit of one pension 
established. 

The actual fiscal impact of 
the reform will depend, how- 
ever, on complementary leg- 
islation which will create tbe 
new regulations for the sys- 



ProtastlnQ pensioners took to «h» streets of Bnuffla this year AP 


tan. “It win revolve around 
thousands of little items.” 
says Mr Stephanes. “But if it 
is rigorous, the private sec- 
tor system, at least, could be 
in equilibrium in a few 
years." 

Critics say the reform still 
leaves much work to be 
done. At around 10 times the 
minimum wage, the new 
ceiling is too high and the 
minimum age too low. And 
there are still too many spe- 
cial privileges for particular 
professions, they say. 

Moreover, while the legis- 
lation at t empts to reduce the 
fiscal burden of pensions, it 


does little to address the 
other goal of social security 
reform, boosting tbe savings 
rate. 

In a recent Interview. 
Andre Lara Resend e, an 
economist who has been 
advising the government on 
a new round of soda! secu- 
rity reform, said the govern- 
ment wonld introduce 
notional individual accounts 
into which Brazilians would 
pay their pension contribu- 
tions. Notional accounts, 
which have been introduced 
in Italy, can help make pay- 
as-you-go pension systems 
more sustainable by linking; 


benefits- to contributions and 
m«Mng tbe process more 
transparent 

However, since, the 
account is notional rather 
tha^ funded - where the 
employee pays into a real 
account which is invested in 
bonds and equities - they da 
not directly, contribute to 
increasing the savings rate 
and do not help boost activ- 
ity in local capital markets. 

So far Brazil has refected 
the sort of funded scheme 
that has won so many plau- 
dits in neighbouring Chile. 
According to Waldeck Ornel- 
las, the social security minis- 
ter, the transition costs of 
setting up such a scheme - 
usually the biggest obstacle 
- could be as high as two 
times GDP. 

In some stale governments 
the situation is different. 
Bahia, in the north-east, is 
using the money raised from 
privatisations to finance the 
creation of a funded pension 
scheme for its employees, 
and other states are follow- 
ing suit. Tbe federal govern- 
ment, however, which needs 
privatisation revenues to 
pay off its mounting debt, 
has no such luxury. 
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THE BANKING SECTOR by John Barham in Sao Paulo 


Uncertain outlook raises concern for weaker banks 


Analysts expect the trend towards consolidation to pick up as the recession and competitive pressures force more banks to fall by the wayside 


The uncertain outlook for 
Brazil's economy next year 
has raised concern about the 
health of tbe country's bank- 
ing system. The slide into 
recession, punishing interest 
rates and heightened compe- 
tition could threaten the sur- 
vival of some weaker banks. 

However, tbe country's big 
hanks appear almost unsink- 
able. Analysts are projecting 
a tough year ahead, but 
none are expecting a col- 
lapse among the big private 
load banks, tbe continent's 
best-capitalised institutions. 

Liberalisation may have 
allowed foreign banka to 
vault into commanding posi- 
tions in many countries in 
the region, but interlopers 
are finding the going hard in 
Brazil. 

The lure of a big, under- 
banked country such as Bra- 
zil is irresistible. Michael 


Geoghegan. president of the 
local arm of HSBC, says: 
“We have wanted to come to 
Brazil for over 20 years 
because it is one of the 
world’s leading economies. 
Tbe bank is investing here 
for the long term.” However, 
he concedes that turning 
HSBC’s acquisition of a dis- 
tressed local bank, a deal 
(fat cost an estimated fS40m 
in April last year, into a suc- 
cessful concern is taking 
time. 

Kevin Beck, a banking 
analyst with Robert Flem- 
ing, the UK-based Invest- 
ment bank, says that on the 
whole foreigners “bought 
banks that were in trouble. 
They were underinvested, 
bankrupted banks with low 
market shares and their 
names were stained.” 

Undeterred, foreign banks 
paid top prices for access to 


the Brazilian market Spain's 
Banco Santander bought two 
banks last year for about 
9700m. In July, ABN- Amro of 
the Netherlands acquired 
the highly respected Banco 
Real, a mid-sized bank, but 
In retrospect its $2.1bn price 
tag looks high. In August 
Banco Bilbao Vizcaya put up 
9463m for Banco Excel Econ- 
omics, which lost gz.08bn 
in the nine months to Sep- 
tember. 

In contrast, Brazil’s big 
banks have been successful 
in acquiring weaker heuras 
and reaping substantial 
savings and economies of 
scale. The market is set to 
consolidate further next year 
with the privatisation of 
Banespa, the former state 
bank of S&o Paulo, a bank 
with J24-47bn in assets. 

Banco Bradesco, the big- 
gest bank, and Banco Itafi, 


tbe second-largest, are the 
favourites to take Banespa. 
Both are rich enough to pay 
a substantial premium for 
Banespa: Bradesco has 
$L2bn hi excess tier-1 capital 
and Itafi has $L4bn in excess 
capital The winner of this 
prize, a big, highly liquid 
bank with a large client net- 
work, could emerge as the 
dominant private bank in 
Brazil. 

Analysts expect the trend 
towards consolidation to 
pick up as the recession and 
competitive pressures force 
more banks to fall by the 
wayside and increase pres- 
sure on the survivors to 
fight for market share. The 
process will be only com- 
plete with the eventual sale 
of Banco do Brasfl, the state- 
owned hanking behemoth 
with $122.69bn in assets and 
2,777 brandies. 


Although' about one-fifth 
of Brazil’s banks have either 
failed or been taken over 
since the introduction in 
July 1994 of the Real Plan, 
the Brazilian banking mar- 
ket is still highly frag- 
mented. Tbe country still 
has more than 200 foil ser- 
vice and commercial banks. 
Bradesco may have $58J>bn 
in assets and nearly 3,000 
points of sale, but it has only 
15 per cent of total deposits 
and 5 per cent erf loans. 

The ability to innovate 
and reap economies of scale 
is decisive. Fernando Sote 
lino, in charge of wholesale 
banking at Unibanco, the 
third-ranking bank that Is 
itself vulnerable to acquisi- 
tion, says: “There is extraor- 
dinary pressure for construc- 
tive competition, on 
products, price, service. We 
are trying to innovate all the 


time, looking at what is 
going on at global level and 
what is happening in Bra 
ziL" 

Brazil's banks are in the 
forefront in developing Inter- 
net-based services, telephone 
banking and ATM networks. 

Geraldo Carbone, who 
runs BankBoston’s Brazilian 
operation, argues that seg- 
mentation win allow smaller 
banks like his to flourish by 
concentrating on eUte corpo- 
rate and private clients. He 
says only 1 to 1A per cant of 
Brazilians earn more than 
$50,000 a year. 

Banking in Brazil can only 
flourish in a. more stable 
environment that fosters the 
emergence of a true mass 
market. Although the bank- 
ing system’s assets have 
doubled to $704.S2bn since 
1994. loans are equivalent to 
only 29 per cent of GDP and 


deposits 22 per cent 
Banks have earned retains 
on equity; in excess of 10. per 
cent by landing to the public 
sector, not private sector 
borrowers. Banks only began 
tentatively rediscovering 
lending to companies and 
individuals after 1994. But 
this year's financial crisis 
and. the savage spike in 
interest rates has further 
postponed the day when Bra- 
zil's banks can offer mass 
market products. 

Mr Geoghegan says: 
(There is a tremendous 
amount of money to be made 
In the retail market, but 
longterm financing requires 
long-term deposits . and there 
Is not much -will to deposit 
now at rates that people 
want to borrow at” 
Furthermore, Brazil still 
has a long way to go to cre- 
ate a healthy banking sys- 


tem. In a report. Bear 
Steams says Brazilian banks 
are far less efficient than 
their peers In Argentina or 
Mexico. Sophisticated but 
labour-intensive computer 
systems were designed to 
make money out of high 
infiatfnn, not administer and 
control loan portfolios. 

The “Millennium Bomb” 
could cause considerable dis- 
ruption to the computer 
systems at many and 
state-owned Brazilian banka. 
Concern over this problem 
means that the pace of 
acquisitions, particularly by 
foreign banks, is likely to 
slow until after 2000. 

But Brazil’s bankers are 
not complacent. They have 
learnt how to prosper amid 
chaos hut realise that for- 
eign banks have a more 
valuable skill-growing in a 
stable environment 
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TRACK 


DOR MANN A ND JEAN-RENE fourtou, chairman and vice-chairman, aventis 



set s 



meldincTth^i?or^ aVid ?^ en ^ Graham Bowfey take a look at the two men 
mewing tor empires into the first great Franco-German 


campaigners 


symbolism is almost 
r -too perfect The two men 
whose creation, Aventis 
may pioneer a new era in Frauco- 
German business co-operation were 
bora within months of the start of 
the last great Franco-German war. 

JOrgen Dormann, born in Janu- 
ary 1940, has presided over a pain- 
ful restructuring at Hoechst, once 
a sleepy, poorly performing chemi- 
cals empire built from the post-war 
rubble of IG Farben. and has 
acquired a reputation as Ger- 
many’s most radical manager. 

Jean-Rene Fourtou, born seven 
months earlier, has also been in 
charge of an extensive shake-up, at 
Rhdue-Poulenc. During his 12 years 
, at the helm of the French com- 
" my, he changed it out of all rec- 
mition by overseeing its privati- 
sation, selling more than too 
companies and making a string G f 
big acquisitions. 

Now the businesses both men 
have built are being merged to cre- 
ate the biggest life science group in 
the world. Mr Dormann will be 
chairman, Mr Fourtou his second 
in command. Aventis, as the 


merger has been christened, will be 
incorporated under French law and 
based in Strasbourg, on the 
Franco-German border. 

-It’s a European company, nei- 
ther a French nor a German 
affair." said Mr Dormann at Aven- 
tis’s launch thin mnnth “it is a 
new company with a new culture 
and a new focus." 

"We both lived through the war," 
says Mr Fourtou, interviewed at 
RhAne-PotQenc’s headquarters 
Paris. "We are pleased and proud 
to contribute to another stage of 
the relationship." 

They face the challenge of meld- 
ing their companies into the first 
great Franco-German company. 
Two different corporate and 
national cultures win have to be 
fused to create an entity better 
able to compete internationally. 
"We th in k that we have made the 
first step and that others will fol- 
low,” Mr Fourtou says. “We have a 
special responsibility to succeed - 
not just for fmaneiai reasons." 

Even if the mo m en to us historical 
importance of the merger does not 
move hard-nosed investors, its 


who face the task of 
company and a group with international clout 



*We have a special responsibility to succeed 
- not just for financial reasons’ 


Jearvflend Fourtou 


business rationale • 

Aventis was one of three phar- 
maceuticals marriages to be 
announced within 10 days. It wiD 

transform two medium-sized Euro- 
pean life science' companies into a 
rfrm~Mr^ p with international clout, 
and provide scale in an industry 
that is leaving smaller players 

behind. This rnaang more market- 
tag muscle, and an R&D budget of 
$Sbn (£L8btO - the biggest in the 
industry. Yet Aventis Is not brag- 
ging about it. Size and deep pock- 
ets do not guarantee success, Mr 
Donoazm acknowledges- 

As Mr Fourtou points out, the 
two companies' product pipelines 
make a decent fit - RhOne-Poul- 
enc’s short-term pharmaceuticals 
position is complemented by 
Hoechst’s quiver of compounds in 
the final stages of development On 
the agro-chemicals side. Hoechst’s 
investment in biotechnology 
matches Rhine- Poulenc’s strength 
in traditional agrochemicals. “Sep- 
. arately. the pipes had a lot of 
holes, but the fit is good." says Mr 
Fourtou. 

Equally, there are many poten- 
tial pi tfalls Aventis is under- 
represented in the DS, where 
nearly half the world’s pills are 
popped and where the fattest mar- 
gins are earned. Although the com- 
panies’ combined salesforce win be 
the sixth biggest in America — ar»H 
there are plans to enlarge it - 
many European companies have 
found it hard to break into the 
lucrative US market 

Perhaps even more important are 
doubts about whether Mr Dormann 
win be able to in tegrate the two 
companies into a coherent whole. 
The aH-imp6rtant drugs division of 
both the German and the French 
companies are struggling to digest 
. their own acquisitions. Margins 
have been squeezed at Hoechst 
Marlon Roussel - a c ombina tion of 
German. US and French companies 
- as hefty restructuring costs con- 
stantly overshadow savings. To try 
to meld two companies that are 
themselves in a state of permanent 
revolution is asking for trouble, 
say some analysts. 

The partners have identified 
$l.2bn of annnai cost savings 
within three years through the 
eflminatton of overlapping jobs. Mr 
Fourtou suggests there may be 
more fat to cut. But doubts remain 
over whether a new company, 
struggfing.io forge a tea nwn ttOMu 
identity, will have the mettle to 
push through cost savings. 

The Rh6n e-Poulenc chairman, 
who knows Hoechst from his days 
as a management consultant in the 
1970 b and 198Qs, believes the omens 
are good. Since the two began 
merger , talks in earnest (with an 
exchange of documents in Africa 
early this year), joint decisions 
have Sowed swiftly and easily. 

"Let’s say we have taken 150 
decisions so far," he says. “The 
bankers were prepared far a huge 
fight on the valuation. I said I did 
not see Hoechst having less than 50 
per cent. They left the room for 
three minutes, came back and said, 
‘OK, 50 per cent 1 ." 

Mr Fourtou is also encouraged, 
somewhat perversely, by the 
"disaster at Centeon, a Hoechst/ 
RhOne-Poulenc blood p lasm a joint 
venture, where production prob- 
lems have hit profits. “Toucan tell 
a good team when you are facing 
a d v e rs ity . The temptation was to 
say. 'It is your fault.’ That never 


happened. We said we would solve. 

it together." 

If there is doubt about bow the 
wily Mr Fourtou will adjust to the 
-vice-chairman's role at Aventis 
after being his own boss since he 
was 33, he is generous in praising 
his new partner. “I think Dor mann 

is incredibly strong on the inside," 
he says. On the parallel restructur- 
ings both men oversaw, he com- 
ments; "I had time to do what I did. 
He has done it in three to four 
years. It is hugely painful, hugely 
difficult, and be has a lot of people 

n gaTngt Mm " 

Mr Dormann certainly has few 
friends ta the German press, judg- 
ing by recent hostile heftdtinpg acc- 
using him of »iN»g Hoechst down 
the river. But Mr Dor mann is 
accustomed to attracting contro- 
versy. Ever since he became 
Hoechst ’s chairman in 1994. this 
tan, quiet man has attracted both 
the highest praise and tbe deepest 

ra ndom rmHrm 

To Us supporters, the Aventis 
merger is Mr Darmann’s most dar- 
ing step to date, setting the pace 
for Germany's industrial reorgani- 


sation. To his angry detractors, it 
is tbe most glaring error in a long 

catalogue of follies. Having looked 
on in horror as Mr Dormann 
turned Us back on chemicals, the 
business that made Hoechst great, 
his opponents are now left to con- 
template tiie company's disappear- 
ance after 138 years. 

Mr Dormann is unrepentant 
“For about 10 years I had this con- 
cept in my haul." he says of the 
Hoechst transformation. For Mr 
Fourtou, too. teaming up with 
Hoechst is the logical condusian to 
Us 12-year "oeuvre" - the transfor- 
mation of RhOne-Poulenc. 

If the potent symbolism of what 
tbe two men are trying to achieve 
brings extra responsibilities. It also 
furnishes them with powerful 
allies. Both the French and Ger- 
man governments want the merger 
to proceed and to prosper, suggests 
Mr Fourtou. "It is a teg step ahead 
in the relationship between Ger- 
many, France, Europe and so on. 
he says. 

However, he and Mr Dormann 
realise they are not statesmen. In 
the end, it is in the business, not 
the political, arena that they - and 
their Franco-German creation - 
will be judged. 



‘It’s a European company, neither 
a French nor a German affair 1 

JOrgen Dormann 


TECHNOLOGY SELF-POWERED PRODUCTS 




new generation of business 


Baylte radio manufactures have extended and honed their commercial edge, says Meg Carter 

’ l .1 i m a T«n,»hail kof wnnth rticdf a l wtc wilt alert inmrr 


f The Freeplay wind-up radio, 
| which uses technology 

J devised by British inventor 

Treiwr BayHs and was developed 
primarily for use in .Africa, has 
beoQine one of the best-known 
"against the odds” product devel- 
oprqsnt stories of recent years. 

Much less is known, however, 
about that was set up 

Soar years ego to manufecture and 
market the Freeplay radio: Cape 
Town-based BayGen Power Group. 
No longer a one-product company, 
BaySfents pioneering a range of 
self-powered technologies for use 
in developed -and developing coun- 
tries worldwide.- 
"We want to buikfa new indus- 
try JftaT portable, self-powered con- 
sufe^eieotronlc products, says 
Rory Stefcr.-jolnt: chairman and 
chief executive.' “We have devel- 
oped oar own .technology and in 
ftriure we want to develop reta- 
tfaaships with other inventors for 
ifeW, naturally powered products. 

' ;Ti» Fmeplay uses a spring stor- 
{ mechanism which enables the 
Kantian and storage gt etectnc- 
rfrmn human energy without tbe 
mid for matea-dectriefty or bat- 
teries. Although granted the 
fioekoe fer Mr Baylis* techteflegy. 
me hi d w ly awl m perpetuity'"^ 
“ jp developing different ssiT; 


a one-third interest in the com- 
pany. GE has also agreed to pay 
BayGen a share of revenues from 
other uses of the technology. That, 
with additional technology devel- 
oped by BayGen’s research and 
development team, will drive the 
company’s business forward, Mr 
Stear explains. 

“All our research awl develop- 
ment is focused towards making 
future generations of products 
smaller, lighter and cheaper," he 
adds. A Freeplay radio to be 
launched in January utilises both 
the Baylis’ spring and OS’s chemi- 
cal storage systems and wiD be 
able to fit into the palm ora hand. 

“We are looking to joint venture 
and licence our technology Kke 
Intel or Dolby. Our ultimate goat 
however, is to develop a stand 
atone, all purpose self-powered gen- 
erator," ■ 

. Since the first Freeplay was 
launched In January 
has launched a second and tUrd 
generation wind-up radio and a 
Srind-up torch. The company is 
developing prototypes of a broad 
range^other setf-powmed prod- 
ucts including a mobile phone gen- 
erator. a land mine detector, a. 
global positioning system and. a 

^BayQen k also working to taoirr 


was launched last month. 

The radio will be used to bring 
the digital age to people living 
where batteries and mains electric- 
ity are in intermittent or short sup- 
ply. "We have the ability to power 
the sets, but digital transmissions 
pose a particular problem as they 
consume power at three tiroes the 
rate of conventional broadcasts,” 
Mr stear says. "We are now weH- 
advanced in developing the Free- 
play energy generation system to 
be three times more powerfuL" The 


digital sets will also incorporate a 
solar panel. 

To emphasise the company’s 
broadening interests. BayGen will 
trade under a new. name, Freeplay 
Group, from January. Tbe aim is to 
associate the "Freeplay" trademark 
with a variety of products that use 
self-generated power and to under- 
line clearly the company’s commer- 
cial ambitions. 

BayGen needs better commercial 
positioning to satisfy Its growth 
plans, Mr Stear explains. "There is 


Gen ^ devetofun^ power generation into a 

wH&; General Electric of theU&_ jjg digital radio group. 

The company beam several .. 

develop IBumtoatlo^ radio stations • • 

audio and toy products three dedicated Rory i W* w» wamnmn and chtaf executive CMr state: -We an net 

'aSLATMi which ^do gooders" . We are detanofoed and comnieKhXy focused* 



chi mfcal-eiiergy storoga 
conceived by GE. which now holds 



a danger in positioning ourselves 
as an aid company," he says. "We 
are not ‘do gooders’. We are deter- 
mined and commercially focused". 

Although the original Freeplay 
radio was aimed at aid agencies fra; 
use in the developing world, aid 
sales so for have represented only 
a small percentage of business. By- 
developing joint ventures and part- 
nerships with other organisations, 
the company hopes to develop its 
technology to produce newer, 
smaller and cheaper products. 

Developing countries - where 
benefits of self-powered products 
tend he greatest, because power 
supplies are often intermittent - 
will remain an important focus, Mr 
Stear says. “Strategically, this wfll 
be very important for ns in the 
long run." He expects sales in 
these markets will represent about 
30 per cent of BayGen’s business 
within tbe next three years. 

However, during the next 12 
months. BayGen will focus on dis- 
tribution hi the US - which now 
accounts for half of its sales - and 
in continental Europe. The UK 
market already accounts for a fur- 
ther 25 per cent of BayGen’s sales. 
Important to the company’s suc- 
cess will be research and develop- 
ment. Mr Stear adds. BayGen, 
which will turn over an estimated 
S20m when its current financial 
year ends nest March, is reinvest- 
ing 7 per cent of its income in 
R&D. "For a company our size, this 
is an ambitious investment pro- 
gramme," he says. "But we are 
determined to make this new 
industry - self-powered consumer 
products — our own." 
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LUCY KELLAWAY 


Dreaming up 
a wealth of 
stupid ideas 


Apparently, having 
lots of money is a 
threat to global 
stability as we 
know it . . . 

What is wealth? Easy. 
Wealth Is money. Lots of it 
Someone is wealthy if they 
have more money than yon 
have. That would be my 
definition of wealth and 1 
would have thought fr was 

relatively uncontroversiaL 
Not according to the Royal 
Society for the 
encouragement of Arts, 
Manufactures and 
Commerce. In the latest RSA 
Journal this view of wealth 
emerges as not only narrow 
and base, but a danger to the 
world as we know it. 

“Global stability 
threatened by 20th-century 
definition at wealth," shouts 
the press release from this 
quaintly British 250-year-old 
organisation. Apparently the 
middle En glish root of the 
word means something like 
"having wen-ness” and if 
only we used the word to 
refer to well-being rather 
than to dosh the world 
would be a happier place. Or 

s omething . 

So exercised is the RSA 
about the issue it has gone 
round asking famous people 
what wealth means to them. 

Chief sick bag award goes 
to Patricia Hewitt MP, chief 
secretary to tbe Treasury, 
who has came up with the 
following definition. *The 
wealth of the nation means 
everyone in our society 
being given the opportunity 
to fulfil their potential." 
According to Barbara 
Cartland wealth is "the true 
love between a man and a 
woman which is a gift from 
God and a part of God and is 
there for all eternity”. 

What is interesting about 
these definitions is they are 
not definitions but personal 
advertisements. All Hewitt is 
really saying is vote New 
Labour, and all Car tland js 
saying is romance is all (buy 
my books). 

Only one erf the people 
asked has given a halfway 
sensible definition. To 
Genista McIntosh, chief 
executive of the Royal 
National Theatre, wealth is 
“being able to pay somebody 
to do the ironing". I like 
that What a pity her 
definition is about money 
and therefore threatening to 
world order. 


Our tftam Christmas lunch 
last week was a sedate 
enough affair, a glass of 
wine, a few salmon vol au 
vents and a mince pie or 
two. We were all 
immaculately behaved and 
were back at our desks 
before 3pm. 

Elsewhere in the FT some 
colleagues have taken their 
festive responsibilities more 
seriously. 1 understand the 
graphics department hit 
upon the idea that members 
of the team should go along 
dressed up as one another. 
Each picked a name out of a 
hat and had to be that 
person for the night The 
point of this was to have a 
laugh (and judging by the 
photos they achieved that in 
no small measure). 

It strikes me as a brilliant 
idea for all forward-looking 
teams everywhere. Instead 


of paying a fortune to 
training companies for 
embarrassing, h umiliating 
break-em-down-and-bufld- 
em-up-again bonding 
sessions, why not have a 
party like this? No better 
way of bringing conflict to 
the surface than watching 
your secret rival pretending 
to be you. No better way of 
sucking up to your boss than 
by becoming him. And if he 
has to dress in a cheap suit 
like yours for the evening, 
maybe he’ll give you a 
bigger Christmas bonus next 
year. 

Only 1 have thought of a 
mag , in our graphics 
department there are people 
of all sexes, ages, sizes, with 
a variety of hairdos and 
beards - props that can be 
found in any joke shop. But 
think of the typical office. 
Impersonating someone may 
mean swapping their spec 
frames for yours and parting 
your hair on the other side. 
Maybe it is not such a great 
way of breaking the ice. 


On the subject of companies 
paying up for embarrassing 
training sessions, I have just 
got a press release from a 
company called Lively Arts 
which recently took a team 
of 30 insurance executives 
away for a weekend of 
gruesome improvisations. 

The release rantamg a 
sombre quote from one 
satisfied customer in the 
insurance trade: "We wanted 
to do this in an imaginative 
way that would deliver 
actionable results." 

Next thm» the company 
wants to train its people it 
might consider sending them 

back to school to brush up 
on the old verbal skills and 
leave the acting for the 
advanced class. 


One of the smartest things 
that McKInsey does is never 
talk to the press. It does not 
parade its consultants for 
interview. It does not shower 
tbe world with press 
r el eases, its only way of 

communicating with tha 
outside world is through its 
fat journal, which it sends to 
busy people in the 
knowledge that you have to 
be a very un-busy person to 
have time to read it 

Thus when I saw an article 
about McKinsey written by 
one of its partners in a free 
magazine aimed at 
graduates I fell upon it 
Would it yield some of the 
secrets of this firm which 
ambitious students rate as 
the most desirable employer 
in the world? 

There were no such dues, 
alas. All 1 learned was that 
McKinsey does not call its 
services “products" but 
"engagements", and 
McKinsey people are not 
located in places but in 
geographies". There was a 
lot of stuff about 
“rebalancing the 
client-people dynamic", but 
no mention of the 
well-known fact that at 
McKinsey if you do not excel 
you get chucked out. 

I didn't really understand 
the article at alL But then, 
maybe that was the point 

lucyJceQmoayigiFT.com 


Tim Jackson is away this 
week 


WELL CP cacm IF WJ INSIST ON TBE 
HAESOWi 20Pj CBCIOZH JBWITWN OF 
TtJEN NO, WE COULDN'T 

UP THE RgPAtrfHem / ' 
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INSIDE TRACK 



BUSINESS EDUCATION SLOAN SCHOOL 


NEWS FROM CAMPUS 


Five schools 
approved 
by Equis 


A further five European 
business schools have been 
given the quality stamp of 
approval by Equis, the 
accreditation service run by 
the EFMD (European 
Foundation for Management 
Development), the 
Brussels- based business 
school trade organisation. 

The five schools are 
Ashridge Management 
Coflege in the UK, EM Lyon 
and the Ecole Sup&ieure de 
Commerce de N antes 
Atiantique (ESCNA) both In 
France, the Rotterdam 
School of Management in 
the Netherlands, and WHU 
Koblenz in Germany. 

The five bring to 16 fire 
number of schools approved 
under the Equis scheme, 
which approves a school in 
its entirety, not just the MBA 
programme. 

EFMD; www.efind.be 
• Two MBA programmes 
run in Germany the 
Nimbas Graduate School of 
Management, which is 

based in Utrecht, have been 
accredited by the UK's 
Association of MBAs. 

7fte two programmes are 
file pal-time and executive 
MBA programmes, which 
are run in Bonn and Mainz. 

Both, say the school, are 
identical to the programmes 
run from Utrecht The 
Nimbas programme uses 
visiting faculty from the 
University of Bradford in the 
UK, which also awards the 


representing 18 universities 
will attend the three-day 
games, which were started 
by students at the Ivey 
school in 1992. 

Ivey: www.ivey.uwo.ca 


Learning to make 
the connection 


Groundbreaking 
in Singapore 


Victoria Griffith talks to the dean of a US 
school working to produce people who 
can bridge the business-technology gap 


Construction began last 
week on insead's Singapore 
campus. The 

ground-breaking ceremony 
in Buona Vista was filmed 
and shown at insead's Avfra 
forum, the schooTs 
programme for top 
managers. 

The managers gathered 
with academics and 
politicians, such as 
Singapore's deputy prime 
minister, Tony Tan Keng 
Yam, to discuss topics 
relating to the future of the 
Asian economy. 

Insead: www.fnseed.fr 


■An Technology wizards is launching a programme 
WiSmare Increasingly that will allow undergradu- 
launching their own ate students at MIT to take 
companies, but many lack courses at the business 


the business knowledge they school and vice versa. 


need to succeed. Business Establishing links between 


experts, on the other hand, the science and business 
are increasingly looking for arms of MIT wSl not be easy. 


EU backs South 
African project 


opportunities in managing - — 

high technology companies, , 

but many do not really GOOQ times uOfl t 
understand the products 

these companies sell 13St TOr6V©r. I lie 

Such is the dilemma of the 

current business climate, laws Of gravity 
according to Richard “Dick" 

Schmal ensee. -who is taking haven t been 

over from Glen Urban as 

dean of the Sloan School of repealed 

Management at the Massa- 

chusetts Institute of Tech- 
nology in Cambridge, Massa- Transplant a business stu- 


chusetts. The tightening dent into an engineering 
links between business and class, or an engineer into- a 


Nimbas: Netherlands, 30 230 
3050 


Ivey to host 
business games 


Canada's annual 
undergraduate business 
games competition will be 
hosted in January this year 
by the Richard Ivey school 
at the University of Western 
Ontario. 

More than 800 students 


The European Union has 
given £0m to three European 
and four South African 
universities to fund a project 
to develop entrepreneurs in 
South Africa. 

The grant is part of the 
Technical and Business 
Education in South Africa 
(Tabeisa) project 

The project was 
established in 1995 with the 
aim of improving the 
education of black students 
who were segregated under 
South Africa's apartheid 
regime and of fostering 
economic and social 
development within its black 
communities. 

The European universities 
Involved are Coventry and 
Greenwich in the UK and 
Limerick in Ireland. 

The four South African 
institutions are technical 
institutions in Durban, Cape 
Town, the Eastern Cape and 
Northern Gauteng, near 
Pretoria, where Cyril 
Ramaphosa is chancellor. 
Coventry University: UK, 

1203 631313 


technology, Prof Schmalen- business class, and the likely 
see believes, will heighten result win be confusion, says 


Sloan's visibility over the Prof Schmalensee. “We have 


next few years. 


to give some thought to 


“We have to take more what an engineer really 
advantage of being part of a needs to know about busi- 


university on the leading ness, and what a business 
edge of science and technol- student needs to know about 


ogy,” says Prof Schmalensee. engineering." He foresees 
“We need to knit together putting together special 


the different schools at MTT courses that teach “core con- 
to leverage our advantages." cepts" without getting into 


As a start Prof Schmalensee unnecessary depth. Those 


concepts would then be 
reinforced In other parts of 
the curriculum. 

Prof Schmalensee knows 
something about tbe links 
between technology and 
business. He has been 
named as an expert witness 
in the federal government's 
anti-trust suit against Micro- 
soft He has also seen MTT 
from the inside, having 
obtained both his undergrad- 
uate and doctor’s degrees 
from the schooL 

Prof schmalensee’s vision 
hag pinch fo common with 
that of the outgoing dean. 
Prof Urban, with whom he 
worked closely in his two- 
year stint as deputy dean; 
but he plans to make a dis- 
tinct mark. Prof Schmalen- 
see hopes to build a name 
for Sloan as the best p la ce to 
study “entrepreneurship”, 
for Instance. 

More and more, students 
from the business school will 
be expected to build on ideas 
from engineering and com- 
puter students in other parts 
of MIT to launch businesses, 
both on paper, as case 
studies, and in the real 
world. 

Prof Schmalensee will be 
operating in a very different 
business climate from his 
predecessor. He sees tough 
times ahead. “The last few 
years have been really good 
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Tliming over a new tea* Schmatensee afera to make Stoan a force to be reckoned wfth MarkOstow 


for business schools, in 
terms of applications, gifts 
and endowments,” says the 
dean. “Bat good times don't 
fast forever. The laws of 
gravity haven't been 
repealed.” In case of an eco- 
nomic downturn in the US, 
Sloan’s endowment is sure 
to suffer, he says. 

Despite his pessimism on 
the economy. Prof Schmalen- 
see Intends to move ahead 
with an ambitious plan to 
remake Sloan's campus. “We 
can't be competitive and 


attract the best students if 
we don't have facilities on 
par with other elite schools." 
says the dean. Sloan has 
already run an architectural 
competition to design a new 
campus centre. The school 
would also like to build more 
housing and classroom 
bondings. • 

The new facility gives 
Sloan the chance to ponder 
its goals and character. M3T 
wishes to create a physical 
environment that lodes more 
to the future than, to the 


past “The new building win 
not be nostalgic red-brick 
and ivy,” says Prof Schma- 
lensee. He hopes the new 
facility will send the mes- 
sage that Sloan is a cutting- 
edge business school, with 
close links with the world of 
technology. 

“We have a reputation as a 
good place,” says Prof 
Schmalensee. “But watch -us 
over the next five to 10 
years. We will become a 
force to be reckoned 
with.” 


POTTED THEORIES EMPOWERMENT 


How to turn employees into entrepreneurs 


lafoi nation for Hews from Campos should be swttoDefla Bradshaw. 

The financial Tines. One Southwark Bridge, London SE1 9HL 
Tel. 44 171 873 4673 Fax 44 171 873 3950 


Rosabeth Moss 
jp fliy Kanter may not have 
invented empower- 
ment It has been around for 
hundreds of years. But she 
did, perhaps more than any 
other management writer, 
explain how businesses 
could bring it about and bow 
they could benefit from an 
empowered workforce. 

With the exception of 
Mary Parker Follett. who 
has achieved guru status 
posthumously, Ms Moss Kan- 
ter, a Harvard Business 


School professor bom In 
1943. is the only woman to 
have broken into tbe “A” list 
of management thinkers 
who can command an audi- 
ence wherever she speaks. 

Her first book. Men and, 
Women of the Corporation. 
identified the problem of 
hierarchical corporate 
bureaucracies stifling the 
potential of individual 
employees. It had- a particu- 
lar resonance for women, 
who were often locked in the 
stereotyped role of secretary. 


To unleash the human 
potential of a business, she 
recognised, would need a 
fundamental change in 
career structures and work 
organisation. This heralded 
the creation of flatter hierar- 
chies, decentralisation, 
greater autonomy of work 
groups and equality of 
opportunity for women. 

These ideas, many of 
which originated . from 
studies of social groups in 
US work communes, might 
have been less Influential if 


Prof Moss Kanter had not 
developed them In a study of 
companies with progressive 
human resource policies. 
She recognised that any 
transformation of ingrained 
attitudes and cultures could 
only be achieved by “partici- 
pation management” which 
created opportunities for all 
levels erf employees to con- 
tribute ideas. 

This approach, she argued, 
would create innovative and 
entrepre n eurial employees, 
and is really what empower- 


ment is all about It is still 
distrusted in some organisa- 
tions as potentially anarchic. 
1 Almost as important as 
pointing out the need for 
change managers was her 
observation that too many 
companies ' harboured 
“change resisters" who rein 
In innovation. ■ 

Prof Moss Kanter would be 
the. first to admit that the 
dead hand of management 
remains too prevalent 
among many employers; one 
reason perhaps why she has 


been attracted to the idea of' 
employability - that employ- 
ees need to acquire different 
skills throughout their work- 
ing lives to ensure that they 
can respond to changing 
employment needs. 

Worth reading: The Change 
Masters: Corporate Entre- 
preneurs at Work.’ Simon & 
Schuster. 1983. 

Quote: “You have no future 
unless you add value, create 
projects." 


Richard Donkin 




TRAVEL UPDATE 


Airlines issued 
with new guides 
on TB risk 


to those used in hospital 
operating theatres. 


Delta revamp 


BUSINESS TRAVEL CITY BREAKS 


High-speed sightseeing 


Max Anderson suggests three itineraries to help the incidental 
tourist capture the essence of a city in a day 


You are on overseas 
business, long haul. 
* 3 You’ve closed the 

deal and you have a day to 
yourself. It’s decision time: 
do you surrender to the 
hotel film channel or do you 
seize the moment and 
explore the city? 

Of course you should get 
out and about. After all, 
friends will demand to know 
what New York’s “really 
like". 

But the world’s great cities 
weren't built in a day and 
It’s rather difficult to see 
thpm in one. Do too much 
and you risk blowing your 
budget; do the wrong place 
and the film channel might 
have proved more rewarding 
after aEL 

No. You need a sensible 
12-hour itinerary to capture 
the all-important “essence” 
of a place. 


Sydney 

Quintessential Sydney, for 
Instance, Is really the har- 
bour and the city's beaches, 
which you can safely sample 
in a day. 

Try to arrive (breakfasted) 
. for 9am at Circular Quay. 
Behold the world-beating 



harbour, flanked by the 
black-iron Harbour Bridge 
and creamy shells erf Utzon's 
extraordinary opera bouse. 

If the weather's glorious, 
turn right through the Quay- 
side, stroll around the opera 
house and botanical gardens, 
then lunch al fresco at The 
Oyster Bar, - Chardonnay 
and oysters for about AJ30 
(£11). If it’s Inglorious, turn 
left for the Museum of Con- 
temporary Art (entrance fee 
AST), enjoying scenic lunch 
at the cafe (A*20>. 

Catch the Manly ferry, 
(twice-hourly, A57.50 return) 
taking a starboard bow posi- 
tion for soaring city views, 
opera house, Woolloomooloo 
naval yards, glitterati pal- 
aces and the Sydney Heads, 
the massive sandstone 
breach through which Cook 
first sailed. 

Arrive at Manly wharf, 
stroll through the shop-filled 
Corso to claim a spot on 
sweeping Manly Beach and 
enjoy a dip in the Pacific - 
temperature wining - swim- 
ming between the flags to 
appease vigilant life-savers. 

Walk south to the Intimate 
Shelly Beach for an evening 
meal at Le Kiosk (A*5Q). 
Either return by ferry or ask 


a taxi driver to take you via 
the scenic North Shore 
(AS30). returning to the quay 
over the Harbour Bridge. 


Hong Kong 

How about Hong Kong? 
It's easy to be overwhelmed 
by this very special eco- 
nomic zone, but a plan of 
attack can have yon claim- 
ing both the island and 
mainland Kowloon wi thin 12 
hours. 

Be at tbe Star Ebrry termi- 
nal on Kowloon by 8am. 
Duck into neighbouring Star 
House, for Dtm Sum break- 
fast for HKS50 (£4) in the 
world’s largest Chinese res- 
taurant 

Walk 10 minutes to Kow- 
loon Park where locals 
indulge in morning Tal Chi 
and emerge onto Nathan 
Road. A cluttered canyon of 
commerce stretches ahead of 
you, variously displaying 
couture, cameras and Chi- 
nese characters. Markets 
near Mong Kok station. I'A 
miles north, offer 20 to 25 
per cent savings on (genu- 
ine) sports goods and fash- 
ion. 

Take the subway from any 
Nathan Road station under 


the harbour to Hong Kong 
island. Disembark at Central 
for lunch at the traditional 
Luk Yu teahouse (HK$S0) 
among super-wealthy deal- 
makers. 

Circumnavigate Central 
for the cathedrals of com- 
merce - Swires, Jardines 
and the Hong Kong and 
Shanghai Bonk - then 
march directly uphill 
through deliciously narrow 
streets to Hollywood Road, 
the old waterfront, lined 
with antique shops. 

By 5pm, taxi to the Peak 
tram station (HKS30). ascend 
by funicular <HK$30) to lofty 
Victoria Peak and collapse in 
the Cafe Deco. Order your 
flute of champagne (a 
princely HKJ1Q0) and watch 
through glass walls as the 
sun sets. 


Manhattan 


Taking a smaller bite out of 
the Big Apple doesn’t mean 
missing Manhattan. 

Be at Pier 83, W42nd Street 
for 9 -20am. The 90-minute 
Semi-Circle Cruise - SIS 
(£ 11 ) return - takes In awe- 
some urban edifices as well 
as the Statue of Liberty, 
World Trade ' Centre and 
Brooklyn Bridge. (Check 
winter schedule on 212 680 
8885.) 


From Pier 83, take a cab to 
the Empire State Building 
(S-L50) on 5th Ave. If it is not 
the school holidays, join the 
queue for the elevator and 
go to the 102nd (top) floor 
(33) for a spectacular view. 

You're back on the pave- 
ment by app. oximately 
1.30pm. anticipating a two- 
mile walk, so grab a NYC 
staple from a Sabrett hot dog 
stand. 

Proceed north up 5th Ave 
for a string at definitive dis- 
tractions including the 
Rockefeller Centre. Radio 
City Music Hall, St Patrick's 
Cathedral. Museum of Mod- 
ern Art and shopping lumi- 
naries like Bergdorf Good- 
man’s, Safe's and Tiffany's. 

- You should emerge at Cen- 
tral Park by evening, hut 
don’t panic, it’s no longer 
the urban zoo of lore, 
although Central Park Zoo is- 
ahead. 

Breathe in the green then 
retrace four blocks to the 
stunning six-storey glass 
atrium that is Aquavit's on 
13 W54th. for a sublime gour- 
met experience ($55). 

Remember, whan it comes 
to speed sightseeing, a little 
planning (and a $12.95 
investment in a Lonely 
Planet city guide) can still 
guarantee an enormous 
return. 


A growing threat that air 
travellers could catch 
tuberculosis from fellow 
passengers has prompted 
the World Health 
Organisation to issue new 
guidelines. 

It wants airlines to keep 
customers’ home and work 
addresses and telephone 
numbers so they can be 
contacted if there is a 
poss&ftty they may have 
been infected. 

• Tbe WHO stresses that 
the risk Is low but is worried 
by increasing reports- of TB 
outbreaks on airlines, and is 1 
anxious to prevent the 
problem escalating. - 

One concern is that • 
airlines are not always 
able to reach passengers • 
who may have been 
infected. 

When the US Centers for - 
Disease Control and 
Prevention studied seven 
patients who had flown ' 
during foe four years to 
1996, ft found -only a few 
cases in which TB had been 
transmitted. 

But because the airlines 
involved could not contact 
afl the passengers who flew 
with those patients, it . . 
concluded there could be 
more, unreported instances 
of infection. 

The WHO urges 
passengers with TB to 
postpone air travel until 
they are no longer 
Infectious. 

It says doctors should 
inform health authorities If 
patients with confirmed or 
suspected active TB have 
flown within the past three 
months. If they are known to 
have taken a flight of eight 
horns or more in that tune, 
those authorities should tell 
the relevant airlines so that 
passengers and crew -who 
may have been exposed can 
be warned. •* 

Airlines should keep 
records of all illnesses or 
medical emergencies on 
board for at teast three 
years. 

They should afao ensure 
that recirculating cabin.air is 
passed through 
high-efficiency particle fibers 
which are installed In most 
new aircraft and are similar 


Delta, the US airline, says 
international passengers will 
get more space in Its 
revamped business class 
than with any of its 
rivals. 

The airline has scrapped 
first class on international 
routes and has begun 
converting aircraft to a 
two-cabin system. It is fittrig 
sleeper seats with a 60in 
pitch (tbe gap between the 
seat back and the one in 
front). 

However, there could be 
some niggling from the •' 
competition over whether it 
is comparing like with like. 

• Some customers will 
benefit earlier from the 
.changes, but the whole, job - 
should be finished by next 
June. However, Delta says 
that it wHl sell the new seals 
at Its old business-class 
prices^ - •• •• 


do not have a Kazakh 
embassy or consulate. But 
the Kazakhstani Embassy In 
London has confirmed that 
the visas are no longer 
available at the airport 
consulate and travellers 
should apply to embassies 
in advance. 

Hogg Robinson BTT says a 
mufti-entry visa application 
for Kazakhstan may take up 
to 10 days to be processed 
and a single-entry visa up to 
seven days. 

It also warns that the 
Russian authorities are 
cracking down on the use of 
multi-entry -visas to their 
country because of concerns 
that they are being used by 
people working in Russia - 
rather than visiting it The- 
change should not affact- 
traveUers going on regular 
visits and not staying for 
lengthy periods. • - 


Emirates offer 


Kazakh visas 


Travellers to the Asian 
republic of Kazakhstan can 
no longer obtain visas on 
arrival, writes Rachael Jofby. 
Visas have been available 
previously at Aknaty airport 
via the Regent Afanky or the 
Hyatt Regency, the two 
international hotels in the 
city. 

This service has been 
used particularly by 
travellers from countries that 


First and business-class 
passengers flying between 
the UK and Meflxxjmd with 
Emirates are being offered a 
free two-night stopover in 
Dubai or Singapore - or a 
one-night break in each. ; 
Hotels are five stair and 
chauffeur-driven transfers 
are laid on. The deal applies 
to return -flights booked by 
March 31 and travel must be 
completed by April 30. 
Emirates flies from 
Heathrow, Manchester and 
Gatwlck. 


Roger Bray 
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FREIBURG L ^ V- ! ^ : 

Anyoneintwested inKurt WeSTs- 
*orK on^Broadway wy want to 
cateh'tts musical comedy One • 
Toach of Vania over the neootfaw 
weaks in this city on the edge of 
OwTTWly's Black Forest the V 
Freiburg staging Is the worths . 
first In Europe, ft was premiered 
in New York in 1943, in a : ! • ' ' . 
-production which launched tha : 
Broadway career of MaryMwtin.'- 
T*» score Includes one of JWHTs 
neatest tunasi TSpeak Low"-!- • 

. mew Vomc ; - 

The Metropolitan Opera mwm >•'. 
into festhrarixxte on Christinas . 
Eve with a revival of Cfe ; 

FMecrriaus. The Vtanneseparty- 
goers fo ths jncamafion of Johann 
Strauss's operettaindude Card' 
Vanes* (fafQ, Jochen Kowalski : 
and B&Stovtius. There's a repeat; 





performance on New' Vagifs Eve; 
Widths productkrtni% unti " 

January 14: .. 

WASHINGTON 


the fastfr» season wtth Mozart's 

SriJmnJT^inaproducflcn • 

’originally motnted by Michael 

Hampe ■tor the Los Angeles 

OparaHeinz Fricte wnducte, 
and the cast indudes Mary. - 


Dunleavyas 

Konstanza. The 
first night is on 
Baking Day, and the 
production runs at the Beenhower 
Theater unta January 24. 

VIENNA 

The Vienna State Opera is 
spending Christmas week in the 
company of the devil - In the . 
shape of Bofto's Ma /btofeta 


There are performanoestoreght, 
on Christmas Day and on Surety. 
Franco Faina sings Faust ' 
Mfeh&le Crider (below) i* 
Marguerite and KurtRydl is 
Mephistopheies. The other 
attraction this week is Qeham 
Wok’s new production of Emari, 
conducted by Sef Ozawa 
{left}. There ae performances 
tomorrow and on Boxing 
Day. 

W COLOGNE 

$r Before the Nazis came to 
power, KomgokTS Die Mb Statft 
was widely performed in 
GermarFspeaklng Europe. Snce 
the Wes' >t has become a rarity. 

On Wednesday, a staging 
originally mounted at Spoteto by 
the Cologne Opera's intendarrt, 
Gflnter Kramer, comes to the ' 

Opera House. PhHippB Augtin 



conducts a cast tod by Hubert 
Detamboye as Paul. 

LONDON 

With that admirable planning so 

characteristic of our national 
ballet, the Royal Baflet and the 
Bkmin^iam Royal Bate! both 
open seasons in London 


tomorrow; the Royal Ballet's 
Darcey Bussell (above) dances 
Ashton's ravtehing Ctoferafeon 

the Festival Han's shetf stage - 

where it fits not too wefl - whfle 
Birmingham Royal presents ballet 
at the Lyceum Theatre for the first 

time in more than six decades, 

playing its charming Note radar. 


lu : : 


Music to make the 
(World come round 

r tt .• 

: Andrew Clark looks back at the highs arid tows of 1998 and 
concludes that London can still claim to be the capital of music 






It 



SStH 


RtCftJrd Dante 








Is there such a . thing ^ 
“American music"? The question 
reared its head tim e and a gain 
these past 12 months in London, 
where the Barbican mounted a 
more concentrated conspectus of 
20th-century American art- 
culture than most US citizens are 
likely to encounter In a lifetime. 
We had everything from Adams 
■ and Argento to Zorn and Zappa. 
There was Carter, Cage and 
. Crawford Seeger. Sellars and Wil- 
son rubbed shoulders with Reich 
and Rouse. Harry Partch's origi- 
nal instruments made their Euro- 
pean debut, and yes, Bernstein 
and Gershwin made an appear- 
p ance too. 

It’s do exaggeration to say that 
Inventing America, the hold-all 
title given to this year-long cele- 
bration. was the most ambitious 
programme theme mounted in 
the UK in many a long year. 
Of course it had its critics. 
It looked ; exhausting, . it 
lacked edges, it went on too 
long. By the end of the year, 
most of those arguments had 
evaporated. 

Yes, it was exhausting, but in 
an enthrallin g way. The curious 
quickly discovered they could 
stumble on all sorts of cross-arts 
links. It lacked edges only in the 
way a hold-all does: there never 
was any claim to be comprehen- 
sive or critically selective. Of 
course there were gaps: out#£ 
fashion znid-century syznphnmsts - 
like William Schuman didn’t get 
a look-in; conservative contempo- 
raries like Joan Tower and Ellen 
Taafie Zwilich were overlooked 
in favour of their wacky breth- 
ren. The aim was simply to pres- 
ent as much as was financially 
and practically possible, and let 
audiences draw their own conclu- 
sions. 

For the bean-counters, it was a 
rewarding exer cise. The Barbican 
added 25.000 new names to its 
customer database, with 53 per 
cent of first-time attenders 
booking for a contemporary 
music event That was an essen- 
tial part of the agenda - to be 
seen to be bringing In "new 
audiences". The . Reich and 
Partch concerts were sold 
out and rapturously received, 
as was the first London 
performance of Adams’s Nixon 
in China, an event which put 
London’s opera companies to 
shame. How far these new 
audiences .(most of them casual 
one-timers) wiR become regular 
visitors, or metamorphose into 
■ riftmriq at con cert -goers. no one 

knows. 


But not even classical die-hards 
could leave these events without 
a freshly-formed opinion of some 
kind. My initial reaction- was to 
conclude there is no such. thing 
as American tnnsi^ other thaw 
the nationality of Its begetters. 
Can you realistically bracket 
such disparate spirits as Carter 
and Cage. Rouse and Reich? 
Don’t Barber and Crawford See- 
ger have more in common with 
their European contemporaries 
than with follow Americans? And 
what is noticeably American 
about Zappa's The Perfect 
Stranger 1 

Americanisms do exist jazz- 
inspired syncopations seem to be 
in the blood of any American 
with an artistic sensibility. 


rospective in April offered 
substantial rewards, balancing 
solid achievement, with huge 
promise for the future. But 
the biggest question hovering 
over the South Bank was a 
political one: where does it 
go -from here? The latest re- 
development plan, announced 10 
days ago. Is all very well, 
but . the political will to push it 
through looks no more forthcom- 
ing than it did for the failed 

Rogers plan. 

And six months after losing 
Nicholas Snowman to Glynde- 
boume, the South Bank is stiH 
looking for a new chief executive. 
It's not even clear what kind of 
appointment the board wants to 
make. They could go for an 


SIX OF THE BEST IN 199k- 

• Elgar/Payne Third Symphony - BBCSQ/Davis 

• Carter Clarinet Concerto - Michael CdEns/London Sirrfbntetta 

• Beethoven Second Symphony - Phi^armonia/Sanderfing 

• Schmidt Fourth Symphony — Bournemouth SQ/Kreizberg 
t Shostakovich chamber music — Rostropovich & friends. 

• Thomas WKboo Vtofin Concerto - Edwin Pafing/Royal Scottish NO 

AND THE WORST;.. 

• Mahler Rrst Symphony -CBSCVOramo 

• B eethove n programme - Israel Phfl/Pappano 

• Brahms First Symphony - PhBhamronia/Garcfiner 


But ^ there is. seme deeper 
diaractaristir binding them, it’s a 
mentality, a kind of aesthetic, 
that remains open to new ideas. 
To the extent that the Barbican 
sparked a healthy measure of 
controversy and debate, it 
"invented America”. You ei t her 
loved it or loathed it Sometimes 
you had to adjust your antennae; 
at other times,. you felt you 
were being taken for a ride. 
Listening to the arid wastes 
of Reich's Desert Music last 
month, I definitely felt I was 
being “had”. I couldn't help 
identifying with Elliott Carter’s 
assessment of minimalism as 
"sleepy-time music”. Such 
sentiments only serve to 
underline the chasm between 
Old World classical rigour 
(which Carter represents) and 
the New World’s ftmky fed-good 
factor. Artistically-speaking, 
the Pond is as wide as it ever 
wss* 

Looking a shorter distance 
across the Thames to London's 
other arts centre on the South 
Bank, the sights and sounds were 
less gargantuan in scope, and 
more patchy in their results. 
The Mark-Anthony Tumage ret 


artistic leader like Snowman, 
for . which there would be a 
shortage of viable candidates; 
a business brain to "sort it 
out” - not the best solution, 
if Baroness O'Cathain’s run at 
the Barbican was anything to 
go by; or a short-term political 
heavyweight to push through 
the site development. This 
last solution is superficially 
attractive, but glosses over 
the fact that the Arts Council, 
aka Tony Blair's government, 
has a record of standing on 
the sidelines. An arts centre 
exists to present art; looking 
pretty is an . optional extra, 
as the Barbican proves at every 
visit In the short term, the 
South Bank can rely on the 
quality of its department beads. 
But like an orchestra or opera 
house. It needs a figurehead to 
give it direction. The worst 
solution would be to let it 
revert, fame de mieux, to a 
receiving house. 

London's South Bank is not the 
only high-profile institution 
with a vacancy. What about 
some of the world's leading 
orchestras? Berlin, Cleveland, 
New York, Philadelphia and our 


own BBC Symphony are all 
looking to replace their current 
maestros. But are there enough 
conductors of stature to fill 
these posts? There's a shortage 
of Masur/Sawalhsch clones capa- 
ble of giving New World orches- 
tras their Old World experience. 
Sir Simon Rattle would be perfect 
for New York, but would he 
want such a scrappy-sounding 
ensemble? Several US orchestras 
are interested in Valery Ger- 
giev, who will soon be leaving 
Rotterdam, but he's too much 
in love with the Vienna Phil- 
harmonic. Cleveland has been 
eyeing up Christian Thielemann 
who, like other leading con- 
tenders, is jockeying for 
position. 

Gatti? Next to a Jansons, he 
■ looks shallow. Welser-MQst? Phil- 
adelphia was not impressed. Salo- 
nen? Apparently he turned down 
the BBC. Ttison Thomas would 
bring pizzazz to New York, while 
the hugely expensive Barenboim 
remains the bookies' favourite 
to succeed Abbado in Berlin. 
Thielemann is the dark horse 
candidate. He has the repertoire, 
he's German, he's authoritarian 

- something the Philharmonic 
needs after Abbado, whose resig- 
nation took the players by sur- 
prise. 

Back in the UK, the question is 
not so much who is going to suc- 
ceed Andrew Davis at the BBC 
Symphony (hopefully someone 
with a significant range of 20th- 
century music), but which 
orchestra will be first to lure 
Daniel Harding. He’s loud, he 
doesn’t have much clue about 
singers, but orchestrally he's 
something special. Musicians 
enjoy playing for him. He would 
have been a for better choice 
for Birmingham than Sakari 
Ora mo, .whose appointment 
seems to have been engineered 
with the sole: purpose of not. 
threatening the reputation of 
Saint Simon. 

I was sad to see Tony Wood- 
cock, manager of the financially 
beleaguered Bournemouth Sym- 
phony Orchestra, departing for 
the US - he was the opposite of 
an Arts Council yes-man - and it 
will be even sadder if Yakov 
Kreizberg follows in a similar 
s tate of disillusion. Kreizberg is 
on his way up the conductors’ 
ladder so is Yam Pascal Tortelier. 
On the way down, despite his 
recent appointment to the 
Deutsches Symphonie-Orchester 
Berlin, is Kent Nagano, whose 
artistically dubious projects 
in Manchester have not been a 
success. 

Which brings us back to 
London. What with another 
excellent Proms season, an 
unparalleled richness of 
chamber music, and the four 
self-governing orchestras 
now boasting principal con- 
ductors of complementary 
strengths. London can still 
claim - despite its operatic woes 

- to have the biggest variety of 
musical events in the world. 
Here's to 1999. 



Mercurial: lan McKellen In Ihe Note Coward rale of Cany Essencfine 

Great talent for illusion 


THEATRE 


Present Laoghter 

West Yorkshire Playhouse, Leeds 


Noel Coward’s Present Laughter 
is— aon.the face of it — a superla- 
tively witty force, and so well 
built that it stands up even when 
(as several times in recent years) 
feebly performed. The glamorous 
role of the ultra-theatrical star 
actor Garry Essendine was the 
largest Coward ever wrote for 
himself; and he surrounded the 
role with a vivid array of offbeat 
employees, infatuated adorers 
(male and female), and friends 
(including a separated but undi- 
vorced wife) who know him only 
too welL There are four doorways 
or exits (so important to the life 
of force), and Coward’s handling 
of which person is behind which 
door remains innovative and 
hilarious. 

Beneath this bubbling surface, 
however, there is a certain poi- 
gnancy, which can grow beauti- 
ful Garry is often more theatri- 
cal offstage than on; he 
manipulates people in life by 
tre ati ng them like other charac- 
ters in plays from his repertory. 
But he can also astonish those 
who know him by displays of 
brutal honesty, and can astonish 
those who do not know him by 
his ardent passion about his busi- 
ness. And so ambiguity grows. 


When is he sincere, when insin- 
cere? When is he artful, when 
artless? The rich, charming, 
seductive, florid illusion that, 
much of the time, he presents 
becomes as complex as an illu- 
sion in baroque art; and Coward, 
like a baroque artist, shows us 
that it is an iliusion even while 
showing us bow elaborate it is. 

The West Yorkshire Playhouse 
revival, directed by Malcolm 
Sutherland and starring Ian 
McKellen, is a great deal better 
than the last West End revival 
(which starred Peter Bowles), 
and ft allows McKellen to demon- 
strate - sometimes breath tak- 
ingly and often funnily - just 
how consummate his actorly 
technique is. In particular, he 
shows himself to be physically 
more astounding than I had 
known he could be: from bead to 
toe, his Garry changes — some- 
times a Teny Thomas smoothie, 
and sometimes a Peter Pan, now 
reptilian, now foxy, here an 
amusingly ageing old ham, there 
still a lissome romantic lover. 
McKellen has always known 
more of the science of acting 
than almost any other actor 
around; here he makes comedy 
out of that science. 

And yet this Present Laughter 
ought still to be a great deal bet- 
ter, and McKellen is part of the 
problem. The- paring is flaccid: 
McKellen & Co tend to impose 
their own rhythm on to the play, 
whereas the rhythm of the lines 


(the "gatllnggun attack” of Cow- 
ard's own diction is built into 
Garry's consonants and punctua- 
tion) should show the actors how 
to breathe and how their charac- 
ters* nervous systems operate. 

There is an electric tension to 
the role of Garry that McKellen 
does- not attempt, a -ma^ietic 
energy, and a quality of hysteria. 
(Sybil Thorndike said that the 
young Coward could have devel- 
oped a brilliant and very differ- 
ent career with his talent for hys- 
teria; 1 would say - to judge from 
his writing - that in fact he 
turned this talent into an under- 
current in several of the roles he 
made for himself. Garry above 
all.) Very culpably, McKellen 
turns to address too many of his 
lines to the audience, and so 
diminishes the reality of the 
world onstage and the Intensity 
of the illusion that Present 
Laughter is about. 

This Present Laughter is an 
Imperfect but interesting preface 
to next year's Coward centenary. 
The original 1939 text is used, but 
with some harsh cuts and a few 
foolish changes. Coward's later 
versions of the play (especially 
that published by French's acting 
edition) are preferable because 
they show how organically he let 
the drama's comedy flourish 
from its first version. No play, by 
Noel Coward shows better than 
this one how well Coward under- 
stood playwriting, theatricality, 
and himself. 
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AMSTERDAM 

OPERA 

Nethei tands Opera, Het 

MuzfekthMter 

Tek $1-20351 8911 
The Queen of Spades: by 
Tchatoovsky. Conducted by 
Semyon Bychkov in a new 
staging by Lev Dodin; Dec 23, 26 

RERUN 

EXHIBITION 

Hamburger Bahahof 

Sensation: worics from the 
Saattfii cofleetton of Young 
British Artists including Damien 

'Hkirt. Rachel Whiteread andtjto 

Chapman toothers. OfijjinMed at 
the Royal Academy ki London - 
last year, wham it eui aeted 
350000 visitors- and maximum 
. puhBcfly;.toJa ri 17 

BIRMINGHAM 

EXHIBITION ... ' 

Blmilnghani Museum* and Art 
: CUttery ... 

44-121 '235 2834 
.Sir Edward Burne-Jones: 

■ oompristog more than 200 wonts, . 


Including tapestries and jewellery 
as well as paintings; to Jan 17, 
then travelling to Paris . 

BOSTON 

exhibition 

Museum of Fine Arts, Boston 
Tek 1-617-267 9300 
Monet in the 20th Century: more 
than 80 works painted by the 
artist in the last decades of his 
life; to Dec 27 - 

COLOGNE 

OPERA 

OperderStadt 

Tefc 49-221-221 8240 
Die VSgefc first modem staging 
for Walter Braunfels’s opera. 
Premiered In 1920, ft was banned 
by the Nazis' and largely 
forgotten until a recent racortitfig.' 
This production Is conducted 
Bruno Weill and staged by David 
Mouefttar- Samorai; Dec 22 . 

DUBLIN 

theatre 

Abbey Theatre 

Tet-353-1 -878 7222 y ; 

The Rivals: by Shendan-New 
prtduetfon directed by Brian 
Brady and designed by Conor 
Murphyi with fighting by Trevor 
Daw son; foJan 23 - 

FLORENCE 

exhibition 

Palazzo. PHtf - ■ - ‘ . 

La Oama con l’Bmeftno- 
Leonardo da VtncTs 148S 
of the young mistr^ Duke 
tudovteo Qf Milan travels to Italy 


for the first time since 1 800, 
when it was purchased by the 
Polish Prince GzartorysW; 
to Jan 24 

FRANKFURT 

OPERA 

Oper Frankfurt 

Tel: 49-69-21237 999 
wwwMnkfijrt3usiness.de/oper 
‘ • Die Zauberfiote: by Mozart 
Conducted by Catherine. 
RQckwardt in a staging by Alfred 
Kirch ner. The cast includes Britta 
StaHmeister; Dec 21 
• Rjgoletto: by Verdi. 

Conducted by Ofaf HenzoJd and . 
staged by Kurt Homes. With John 
Brttcheler and Bzbteta Szmytka; 
Dec 25 

HARTFORD 

EXHIBITION 

Wadsworth Atheneum 
Pteter de Hooch (1629-1681): 
previously seen at Dulwich 
Picture Gallery, this first-ever 
one-man show of the Dutch 
painter offers a reassessment of 
his work. Lbss celebrated than 
his contemporary, Vermeer, de 
Hooch was a pioneer in his own 
right, and a specialist in 
maternal and domestic subjects; 
to Feb 27 

LILLE 
EXHffimON 
Palais deo Beaux Arts 
Goya: un regard fibre. 

SmaA-scaJe exhfoftion which ' 
explores the range and 
peculiarities of the painter's 
work. The 50 works on efisplay 


include loans from around the 
world; to Mar 14 

LISBON . 

EXHIBITION 

Fundagao Arpad Szenes - 
Vieira da SQva 
Tel: 351-1-388 0044 
Alberto Giacometti* Arpad 
Szenes and Vieira da Sitva met 
Giacometti in the 1930s, through 
gallery owner Jeanne Bucher. 

The 19 sculptures and 20 
drawings on display here are 
loaned by the Maeght 
Foundation, Saint-P&ul, and 
include such famous' pieces as 
Femme de Venrse and Homme 
qul marehe; to Jan 31 

LONDON 

EXHIBITION 
British Museum 

Tel: 44-171-636 1555 
The Golden Sword; Stamford 
Raffles and the East. Display 
bringing .together biographical 
material with objects coB acted by 
the seif-taught scholar who is 
chiefly remwnbered as the 
founder of Singapore. Indudes 
musical instruments, masks and 
shadow puppets collected by 
Raffles when he was Lieutenant 
Governor of Java (181 1-1 6), and 
plait and animal dra win g s ; to 
Apr 18 

LOS ANGELES 

OPERA 

1_ A. Opera, Dorothy Chsmfler 
Pavilion 

Tel: 1-213-365 3500 

Fantastic Mr Fox: world premiere 


of Tobias Picker's opera, with a 
libretto by Donald Sturrock and 
designs by Gerald Scarfe. Cast 
includes Gerald Ffoley and 
Susanna Guzmfrn as Mr and Mrs 
Fox; Dec 19, 20, 21, 22 

MILAN 

OPERA 
La Scale 

Tek 39-02-88791 
GfitterdSmrnenmg: by Wagner. 
New staging directed and 
designed by Yannls Kokkos, and 
conducted by Rlccardo Muti. 
Jane Eaglen Is BrOnnMcie; 

Dec 22 

NEW YORK 
EXHIBITION 

Brooklyn Museum of Art 
. Tek 1-718-638 5000 
Royal Persian Paintings the 
Qajar epoch 1785-1925. Display 
of life-sized portrait paintings, 
manuscript illumination and 
decorative arts which were the 
specialities of this previously 
overlooked period of Iranian art 
history; to Jan 24 

OPERA 

Metropolitan Opera, Lmcotai 
Center 

Tel: 1-212-362 6000 
www.metopera.org 
Die Flederrnaus by J. Strauss. 
Revival conducted by Patrick 
Summers. Cast includes Carol 
Vaness, Jochen Kowalski and Bo 
Skovhus; Dec 24 

PARIS 

Mus6e d’Orsay 


f 


Tel: 33-1-4049 4814 
wwwJMusee-Orsay. fr 

• Millet/Van Gogh: display of 85 
works brought together to 
demonstrate the influence of 
Millet on the work of Van Gogh. 
These include paintings, 
drawings and pastels by both 
artists, many of them on. 

loan from the Van Gogh 
Museum in Amsterdam; to Jan 3 

• Stephana Mallamrte 
(1842-1898): retrospective 
exploring the work of the French 
S^nboilst poet, and his 
tofluential relationships with his 
literary and artistic 
contemporaries; to Jan 3 

PRAGUE 

DANCE 

National Theatre of Prague 
Tek 420-2-2108 0131 
www.anetcz/nd 

The Nutcracker by Tchaikovsky, 
in a staging by Russian 
choreographer Jurij 
Grigorovic, with sets and 
costumes by Simon VIrsaiadze; 
Dec 27 

VIENNA 

OPERA 

Staatsoper 

Tel: 43-1-51444 2960 

Mefistofele: by Boito, Conducted 

by Fabio LuisL Cast Includes 

Franco Farina, Mich fete Crider, 

and Kurt Rydl in the title role; 

Dec 21, 25, 27 

WASHINGTON 

OPERA 

Washington Opera, Kennedy 


Center 

Tel: 1-202-295 2400 
www.dc-opera.org 
Die Entfuhrung aus dem Sefaifc 
by Mozart LA. Opera production 
by Michael Hampe, conducted 
here by Heinz Fricks; Eisenhower 
Theater; Dec 26, 29, 31 

ZURICH 

EXHIBITION 

Kunsthaus Zurich 

Tel: 41-1-251 6765 

Max Beckmann and Paris: more 

than 100 masterpieces of 

modem art from public and 

private col lections around the 

world; to Jan 3 

TV AND RADIO 

• WORLD SERVICE 

BBC Wortd Service radio far 
Europe can be received in 
western Europe on medium wave 
648 kHZ (463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN International 
Monday to Friday, GMT: . 

06.30: Moneyfine with . Lou Dobbs 
13J30i Business Asia 

19.30: World fiustoess Today 
22.00: World Business Today 
Update 

• Business/Markst Reports: 
05:07; 06:07; 07.07; 0820; 0920; 
1020; 1120; 1132; 1220; 1320; 
1420. 

At 0820 Tanya Beckett of FTTV 
reports live from UFFE as the 
London market opens. 
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COMMENT & ANALYSIS 



PHILIP STEPHENS 


A stain on America 


Impeachment was an act of personal vengeance by Clinton’s 
enemies; resignation wilf only make matters worse 


This tvas not about the 
sacred constitution of the 
American Republic. It wasn't 
even honest politics. The 
impeachment of Bill Clinton 
was personal It was an act 
of vengeance, stark 
testimony to a political 
culture poisoned by partisan 
rancour. As Bob Livingston, 
the Republicans' fallen 
speaker-elect, can now 
confirm, to descend to this 
swamp is to perish in it. 

Newt Gingrich could have 
told him. 

Mr Clinton is ready, if 
need be. to face a protracted 
and humiliating trial in the 
Senate. Until the last hour of 
the last day, as he put it on 
Saturday night. Washington, 
though, still has a chance to 
wake from the nightmare. 
Sanity among Senate 
Republicans might yet 
prevail over the self- 
destructive madness of their 
allies in the House. 

Bob Dole, the president's 
honourable opponent in the 
1996 election, has told us 
bow. Impeachment was the 
act of a lame-duck Congress. 
Some 40 of those who voted 
to bring down the president 
will be gone when the House 
Is reconstituted in three 
weeks time. A smaller 
Republican majority should 
give it a less partisan edge. 

Mr Dale has suggested this 
might be the moment for the 
Senate to set aside the 
impeachment vote in favour 
of a speedy motion of 
censure. If not. and it may 
well be probably not, better 
a crippled president than 
one bundled out of office in 
this manner. Resignation, 
we hear, would be the 
honourable course. (Though, 
we might reflect here on the 
curious standard set by Mr 
Livingston: the crime is not 
the adultery but being found 
out for it.) 

It is said too that Mr 
Clinton should spare the 
country further trauma and 


paralysis. As beguiling as 
this may sound, the lope is 
flawed. Yes, how nice It 
would be to draw a line 
under this sad, surreal 
episode. But resignation 
would not serve the 
constitution that Mr Clinton 
stands accused of debasing. 

The founding fhthers 
wrote impeachment into the 
constitution to protect the 
people from tyranny. In 
decreeing that a president 
could be removed only by 
the vote of a two-thirds 
majority in the Senate, they 
explicitly foresaw the danger 
that the process might fall 
victim to partisan 
expediency. And how it has. 

Mr Clinton's tawdry affair 
and his subsequent Lies are 
inexcusable. But 
Impeachment Is wholly 
disproportionate. As Jerrold 
Nadler. a Democrat from 
New York, remarked, it fails 
to distinguish between sins 
and crimes. Were he to walk 
away, Mr Clinton would 
invite every future 
Congressional majority to 
deploy the politics of 
character assassination 
against a troublesome 
president Kenneth Starr 
would live on as an eternal 
Peeping Tom. Entrapment 
would be legitimised and 
Linda Tripp dignified. 

Like 1 said, this was 
personal. Sure, there are 
many Republicans, most 
even, who are genuinely 
appalled by Mr Clinton's 
behaviour. They have cause. 
Yet for all its soaring 
rhetoric and phoney 
propriety, the impeachment 
debate dripped partisan 
venom. Mr Clinton's enemies 
don't care about the cost 
They stand ag ains t the will 
of the American people, 
against the evidence that 
these are low crimes and 
misdemeanors, against, and 
this most bizarrely, their 
own long-term interest 

Occasionally we come 


across politicians who are 
quite simply loathed by their 
adversaries. They are treated 
as enemies rather than 
opponents. At such times, 
honest dispute gives way to 
visceral hostility. Politics 
becomes war. Of the handful 
of such leaders during the 
present century, we might 
think of Richard Nixon, 
Margaret Thatcher and, from 
the other side of the political 
street, Franklin Roosevelt 
Mr Clinton, though, is 
primus truer pares. 

There is no other way to 
explain the grotesque 
spectacle of a commander- 
in-chief indicted even as US 
forces went Into action 
against Saddam Hussein's 
Iraq. Only spite stood in the 
way of a few days delay until 
they had returned to safety. 

As Richard Gephardt, the 
leader of the House 
Democrats, put it (and as 
more Republicans with a 
past face the prospect of 
paying the price far file 
moral majority's sexual 
McCarthyism) this is the 
politics of smear, slash and 
bum. If you cannot defeat 
your opponent's argument, 
you destroy their character. 

We can see why It’s 
ha piyntwc Mr Clinton is a 
politician as gifted as he is 
scarred. The recklessness 
sits aside brilliance. Winning 
the presidency was an 
affront to the Republicans' 
assumed hegemony in the 
south and south-west He 
has stolen his opponents' 
best ideas. He outwitted Mr 
Gingrich. He turned 
government into a 
permanent political 
campaig n. And. yes, he Is 
ruthless. Thus we arrive at ' 
the mindset that says if he 
cannot be beaten, be must 
be impeached. 

There are deeper 
undercurrents here. The 
incivility of Washington 
politics (we might note that 
outside the capital few 


Republican state g overn o rs 
have backed impeachment) 
speaks of a chasm between 
electors and elected. The 
people have disengaged. 
Voting participation is in 
long-term decline. Capitol 
HU) politics has become the 
property of pressure groups 
and activists. Ideology has 
elbowed out pragmatism. 
Nowhere is that more 
evi dent than within th e 
Republican majority. 

What counted most in the 
political calculations of 
those who voted to impeach 
Mr Clinton was that it 
played well to their district 
activists, to the Christian 
Coalition, to the anti- 
abortion and school prayer 
lobbies. The arithmetic and 
geography of the nation’s 
congressional districts 
leaves such Republicans 
more vulnerable to a 
challenge in. their primaries 
than to defeat at the hands 
of a Democrat opponent 
Thus the mood beyond the 
narrow boundary of party 
fails outside such 

calimlnrinng 

The Irony is that this 
laager mentality threatens 
long-term exile from the 
White House. Mr Clinton 
won twice because he broke 
out from his political base. 
U nthinking obeisance to the 
religious right denies the 
Republicans that possibility. 
Of those who voted for 
Impeachment, more than 60 
represent districts that Mr 
Clinton won in the 2996 

Pa m pa i pry 

We cannot know whether 
Mr Clinton might yet resign. 
The dynamics are too 
unpredictable- 1 recall a 
conversation with someone 
who knows him as well as 
any. The president, this ally 
said, still wanted to salvage 
something of his place in 
history. If he thought 
resignation best served that 
purpose, he might just do 
It 

I suspect we are beyond 
that. Yet this is a 
bitter-sweet moment for 
Republicans. Rarely has a 
party shown such contempt 
for those whose votes it will 
soon be seeking. The people 
can take their revenge in the 
2000 presidential election. 
That would be justice. 

It's hard to credit now that 
all this began with a stain 
on Monica Lewinsky’s dress. 
What has happened since 
has soiled the character of 
American democracy. 


ECONOMICS NOTEBOOK ROBERT CHOTE 


Bretton Woods revisited 


T he Bretton Woods 
conference of 1944 
may have laid the 
institutional foun- 
dations for the world’s post- 
war economic prosperity, 
but it was not much fun. 

John Maynard Keynes 
despaired of its "committees 
and commissions numbering 
anything up to 200 people, in 
rooms with bad acoustics, 
shouting through micro- 
phones, with many of those 
present having an imperfect 
knowledge of English, each 
wanting to get something on 
the record that would look 
well in the press at home". 

So it is no surprise that 
the various calls this year 
for “Bretton Woods Two" 
have met with little enthusi- 
asm from policymakers. But 
in the wake of the crises that 
have swept emerging mar- 
kets in the past is months, 
they concede that the insti- 
tutional architecture of the 
international financial 
sy stem needs revisiting. 

The events of recent 
months have underlined the 
importance of a holistic 
approach to crisis preven- 
tion and management: one 
that embraces macro- 
economics. financial sector 
reform, corporate gover- 
nance and social policies. 

This in turn demands that 
the various international 
bodies responsible for these 
policy areas work effectively: 
the International Monetary 
Fund, the World Bank and 
tbe various Basle-based 
supervisory and central 
banking groups, to name but 
a few. The political gover- 
nance of these Institutions is 
seen as ripe for reform. 

The pressure for change 
has been felt most by the 
IMF. which has been critic- 
ised for (among many other 
things) lacking accountabil- 
ity and political legitimacy. 

In response, Michel Cam- 
dessus, the fund's managing 
director, has backed a 
French proposal to reform 
the "interim** committee of 
finance ministers that meets 
twice a year to oversee the 
fund's activities. 

“It could become an essen- 
tial structure, because no 
other can match the scope of 
its responsibility and the 
legitimacy of its members,** 
Mr Camdessus has argued. 
“At present, however, it is 
hampered by the ritualism of 
its meetings and an insuffi- 
cient awareness of its 


The political governance of international 
policymaking bodies like the IMF is seen as 
ripe for reform. But it is not an easy task 


uniqueness and potential." 

The origins of the interim 
committee date back to the 
1960s, when the IMF's board 
of governors - one per mem- 
ber country - exceeded 100 
and became .too unwieldy for 
discussion and negotiation. 

Pierre-Paul Schweitzer, 
then managing director, con- 
cluded that creating a sub- 
group of governors Improved 
the fund’s policymaking. In 
part he was worried about 


The interim 
committee has- 
many defects . . . 

but a lack of 
political authority 
is not the issue 


the informal influence 
wielded by the Group of to, 
which then comprised the 
US. Canada. Japan and 
seven European nations. 

This view was shared by 
developing countries, but it 
was US disenchantment with 
the G10 in the early 1970s 
that finally opened the door 
for discussion of reforms to 
the IMF’s governance. 

One conclusion was that 
the IMF should have a for- 
mal policymaking Council of 
Governors, with membership 
based on the 2Q (now 24) con- 
stituencies of countries and 


single countries covering all 
the IMF’s 182-member 
nations, that provided its 
executive board of directors. 
Pending an amendment to 
the IMF’s articles of agree- 
ment, an “interim" commit- 
tee was set up with a consul- 
tative role. 

When the articles were 
finally amended In 1978. 
there was little appetite to 
bring the council into being: 
the Interim committee was 
working well and the execu- 
tive board wished to avoid 
further dilution of Us role. 

Mr Camdessus and his 
French allies now propose 
that the council fulfil its des- 
tiny. But to do so would cre- 
ate a solution to which there 
is no obvious problem. 

The interim committee has 
many defects, but a lack of 
political authority is not the 
issue. More important are 
the absence of substantive 
discussion, the excessive 
influence of IMF manage- 
ment, and tbe inflexible con- 
stituency structure, meaning 
key emerging market coun- 
tries are under-represented. 

US frustration with the 
interim committee prompted 
it to convene an ad hoc 
group of 22 “systematically 
significant economies" ear- 
lier this year to ponder 
financial reform. By hand- 
picking countries to partici- 
pate in special working 
groups, it produced three 
focused reports. But the G22 
also set alarm bells ringing 
for those countries that were 



WoHensohn (left} and Camdessus at the 
IMF-World Bank meeting 


of the annua) 
AP 


not invited, notably the 
smaller European countries 
that are members of the G10. 
such as Belgium, especially 
when its supposedly "one- 
off” meeting was repeated 
with President Bill Clinton 
in attendance. 

Several countries 
demanded admittance and 
the group is likely to con.- 
tinue its deliberations in 
coming months with more 
than 30 nations around the 
table. Some European offi- 
cials stfil fear that the US 
wants to see a permanent 
role for the body, despite 
assurances to the contrary. 

Another point of tension is 
the relationship between the 
political governance of the 
IMF and the role of other 
international financial insti- 
tutions. James Wolfensohn, 
president of the World Bank, 
for example, fears that the 
creation of the council could 
elevate tbe IMF to primus 
inter pores and leave the 
Bank a second-class citizen. 

Bank officials have been 
canvassing two alternatives. 
One Is for the interim com- 
mittee to focus on the inter- 
national financial system, 
perhaps bringing tbe various 
bodies based in Basle that 
supervise banks and other 
financial institutions, under 
its wing. Issues affecting 
poorer countries would be 
discussed exclusively in the 
“development" committee of 
finance and aid ministers. 

A second alternative 
would create a body over- 
arching both the interim' and 
development committees. It 
might be easier to bring the 
Basle institutions into this 
arrangement than in effect 
to make them subservient to 
the fund. 

Whichever route is chosen, 
the constituency structure 
shared by both the interim 
and developing committees 
remains a stumbling block 
to effective decision-making. 
There is a solution, but it 
would Involve a fresh 
amendment to the IMF's 
articles of agreement and an 
act of uncharacteristic Euro- 
pean self-sacrifice. 

The European nations 
should be grouped into two 
or three constituencies, 
rather than the eight they 
chair at present This would 
provide scope to give emerg- 
ing market nations a greater 
voice - one appropriate to 
today's world economy 
rather than that of 1944. 




on Saddam 


The UK and US are adjusting their strategy of containment in dealing with Iraq in 

favour of a three-prong approach, writes David Gardner • 


A fter 70 hours, 400 
cruise missiles 
and 200 air 
strikes, the latest 
blitz on Iraq Is over. A 
domestically embattled Pres- 
ident Bill Clinton and his 
afly In Operation Desert Fox. 
Tony Blair, the Bri tish prime 
minister, both say the 
assault has significantly 
damaged Saddam Hussein's 
weapons programmes and 
power structure. 

They intend to pursue a 
“strategy of containment”, 
by reinforcing sanctions on 
Iraq and keeping their forces 
in tbe Gulf, “ready to strike 
again if he [Saddam] again 
poses a threat to bis neigh- 
bours or develops weapons 
of mass destruction," as Mr 
Blair said yesterday. 

But already thing s look 
rather less simple than that. 

To begin with, the Iraqi 
dictator is still there. His 
vainglorious declaration yes- 
terday of victory over “the 
enemies of God and human- 
ity" Is grotesque In all 
except one respect: he has 
survived again, despite Mr 
Clinton and Mr Blair spell- 
ing out their aim, over time, 
to remove him. It is a consid- 
erable part of Mr Saddam's 
aura of power that he can 
repeatedly withstand the 
onslaughts of the world’s 
lone superpower. 

Second, those permanent 
members of the UN Security 
Council angered by ' the 
US-UK action are already 
calling for a radical review 
of how the world deals with 
Iraq. President Jacques Chi- 
rac of France - which dis- 
creetly distanced Itself from 
the bombing , unlike Russia 
and China which indig- 
nantly opposed It - yester- 
day railed for an easing or 
lifting of the eight-year UN 
oil embargo on Iraq. 

Third, Arab regimes whose 
support Washington and 
London claimed are now 
fearfrilly anticipating popu- 
lar reaction. Some have 
authorised protests which 
normally they would crush, 
in the hope of muffling the 
clarion calls of Islamist 
organisations to a holy war 
against the west and its 
Arab allies. Demonstrations 
- In Egypt, Jordan, Syria, 
the Palestinian territories, 
Yemen, Morocco and Libya 
- have been furious but 
limited. So far. 

Yet the 70 hours of bomb- 
ing has been more than 
enough to wipe out any 
credit Mr Clinton won 
through the 70 hours he 
devoted to brokering Octo- 
ber’s Wye Plantation accord 
between Israel and the Pales- 
tinians. That was suspended 
by Israel yesterday anyway. 
The American flags distrib- 
uted 10 days ago to welcome 
the US president on his his- 
toric visit to Gaza were by 



Backlash: Hama Maisour, a Moslem Brotherhood leader, denounces air strikes on Iraq 


the end of last week burn- 
ing, while Palestinians were 
disinfecting the tiles in Man- 
ger Square fn Bethlehem 
where Mr Clinton had 
attended a carol service. 

This may be the price Mr 
Clinton has paid in tbe Arab 
world. But what sort of strat- 
egy do the US and UK have? 
What will their allies think 
of it? And what fe Mr Sad- 
dam, the object of this atten- 
tion - not all of it disagree- 
able to him - likely to do? -; 

The easiest of these ques- 
tions to answer, paradoxi- 
cally, Is the last. The damage 
to the Saddam regime, 
whose underpinnings such 
as the intelligence services 
and the elite Republican 
Guard were heavily targeted, 
is not dear, despite US and 
British claims to have 
“degraded" them. What is 
certain is that Mr Saddam 
will be devoted for some 
time to securing his power 
base. Such “regime mainte- 
nance" is likely to incl ude a 
viciously careful new audit 
of wavering and dissent. 
Already, Iraqi opposition 
groups Haim Baghdad has 
shelled two areas in the pre- 
dominantly Shia south, 
which launched a failed 
insurrection against tbe 
regime at the end of the 1991 
Gulf War. 

For their part. Washington 
and London appear to be 
anticipating adjustment 
rather than change in the 
“containment" policy 
employed since 1991. Until 
now, this has been based on 
three elements: what Mr 
Clinton yesterday called “the 
most extensive sanctions in 
UN history"; the UN Special 
Commission CUnscom) 
inspectors mandated to 
uncover and destroy Iraq’s 
chemical, biological and 


nuclear weapons; and peri- 
odic force to compel compli- 
ance. The new three-prong 
strategy would appear to be 
based on deterrence, encour- 
aging the Iraqi opposition, 
and reinforced sanctions. 

Deterrence - the credible 
threat that trace will be used 
if Baghdad either threatens 
its neighbours or recreates 
germ weapons and nerve gas 
- has worked with Mr Sad- 
dam before. Before the Gulf 
War, when he threatened to 
“bum half of Israel" in repri- 
sal for any allied attack, he 
was told if he used non-con- 
ventional weapons Iraq 
farad annihilation. Although 
he used chemical weapons at 
the end of the 198088 war 
with lean,, and against Iraq’s 
Kurds, he did not dare in the 
“mother of all battles". 

Deterrence has also 
worked in terms of “conven- 
tional” warfare. After the US 
rushed forces to the Gulf in 
late 1994 when Iraqi forces 
appeared onoe more to be 
converging on Kuwait, Bagh- 
dad w as told that certain 
movements by specified 
units in spelt-cot directions 
would trigger attack. 

Deterrence, therefore, can 
work. Whether It can be 
expanded and continue to do 
so, however, may have been 
put in doubt by Operation 
Desert Fox. That is because 
those countries unhappy 
with the bombing will 
undoubtedly become more so 
if the willingness to use 
force, upon which deterrence 
depends, is at the ultimate 
discretion of Washington. 

Another uncertainty con- 
cerns President Clinton’s 
domestic travails. How cyni- 
cally will people come to see 
last week's military action in 
the light of the unfolding 
drama of tbe US president's 


impeachment proceedings? 

The second prong of the 
strategy, western backing 
for Mr Saddam’s opponents, 
has a violent and tawdry 
past, and an at best uncer- 
tain future. The Iraqi despot 
has survived for 30 years by 
ruthless efficiency, not acci- 
dent. and his recognisable 
opponents are based abroad, 
split into 73 groups, often at 
each outer’s throats. A sud- 
den convulsion inside the 
regime is much more plausi- 
ble - prior to Mr Saddam 
this was an almost yearly 
occurrence - but even more 
uncertain in its outcome. 

Nor ran the US-UK idea 
that sanctions will continue 
unmo dified into the indefi- 
nite future be assumed. Mr 
Chirac’s call yesterday for a 
review of the oil embargo, 
centred oh the urgent need 
to “improve the living condi- 
tions of the Iraqi people", 
was swiftly echoed by 
Russia. As the UN has exten- 
sively documented, the liv- 
ing. health and education 
standards of ordinary Iraqis 
have been devastated, while 
the grip of their rulers on 
power - financed by smug- 
gling, black marketeering 
and clandestine foreign 
assets - has strengthened. 

Dennis Halliday. who 
recently resigned as tbe 
co-ordinator of the UN’s “oil- 
for-food" programme, under 
which Iraq can import food 
and medicine through UN- 
controlled oil exports, com- 
plained sanctions that were 
ineffective were “immoral". 
In a little noticed interview 
thereafter, he observed that 
there were signs of change 
brewing in Iraq - among 
radical young ruling Ba’ath 
party cadres increasingly 
inclined to dismiss Mr Sad- 
dam as too moderate. 


LETTERS TO THE EDITOR 


Ignore the management consultants 
- ungeared companies do not go bust 


From Afr Scott McGloshan. 

Sir. Daniel Bdgler’s com- 
plaints (“Poor value for 
equity". Global Investor, 
December 14) that company 
managements are damaging 
shareholders' interests by 


their refusal to finance take- 
overs through cash and debt 
rather than by using shares 
may be ill-founded. 

Although 1 realise, in the 
wake of the Long-Term Capi- 
tal Management fiasco, that 
Nobel laureates may have 
lost some credibility in capi- 
tal markets, Modligtani and 
Miller were awarded a Nobel 
prize in 1958 for demonstrat- 
ing that a company's “mar- 
ket value is independent of 
its capital structure” and 


that “the average cost of 
capital to any firm is com- 
pletely independent of its 
capital structure". 

Put simply, although an 
increase in gearing may 
apparently improve a compa- 
ny’s return on equity, the 
markets are, nonetheless, 
likely to value that equity 
highly. ‘ 

This is because of the con- 
sequent greater volatility of 
its earnings stream - “the 
gains from being able to tap 
cheap, borrowed funds are 
more than offset for the 
stockholders by the market’s 
discounting of the stock for 
the added leverage 
assumed". 

There is now a thriving 


management consultancy 
industry based on the notion 
that gearing up is good for 
you, that debt is cheaper 
than equity, that “enterprise 
value" is enhanced by sub- 
stituting debt for equity. 
However, as a director of a 
listed company and active 
fond manager, I am well 
aware of the fact that 
ungeared companies do not 
go bust, and highly geared 
ones do. 


.Scott McGlashan, 
director, 

Perpetual, 

Perpetual Park, 
Perpetual Park Drive, 
Henley-on-Thames, 
Oxon RG9 ZHH. UK 


ET and the EU 


From Mr David Phillips. 

Sir, Many sceptics had 
long suspected that there 
must be more to the EU than 
has been officially admitted. 
Now your issue of December 
17 removes some of the 
secrecy. What except Extra 
Terrestrial subsidy can 
account for the revelation 
that internal EU exports 
exceed imports by some 
giOObn? Perhaps now the 
question is, what do these 
ETs do with all that splendid 
EU production? 


David Phillips, ; 

6 Cross Pit Lane, Rainford, 
Merseyside WAll 8AH 


Secret ballot on impeachment 
would have served US better 


From Mr Tosh 
Sheshabalayo. 

Sir. Your editorial “To 
impeach a president" 
(December 17) adequately 
nnrtwHngj! the risk of endur- 
ing damage to tbe “delicate 
balance” in the US constitu- 
tion. from tbe blunderbusses 
in the House, of Representa- 
tives. - 

American democracy is 
now increasingly hostage to 
marginal but well-organised 
pressure groups, and the 
need for permanent reso- 
nance with instant opinion 
polls and CNN experts. None 


of this existed in thq age of 
America’s Founding Fathers. 
In fact, had Madison and 
Hamilton lived today, they 
would arguably have urged 
the House to vote on 
Impeachment through secret 
ballot This course of action 
might have better served 
today’s US and preserved its 
presidency. 


Tosh Sheshabalaya, 
managing partner. 

Ascend ex Europe, 

Rue Alphonse Hattat 22-24. 
B-1050 Brussels, 

Belgium ‘ 


Still scope 
for engine 
of growth 


From Mr Fnmcisco 
Sercovich. 

Sir, Tony Jackson (“The 
eclipse of manufacturing”, 
December 15) Is right on tar- 
get in implying that prone- 
ness to productivity growth 
is a virtue of. but also a hin- 
drance to. manufacturing 
growth in advanced coun- 
tries. 

However, be deserves less 
praise for his treatment of 
the demand side than for 
that of the supply side. Pros- 
perity in the advanced coun- 
tries has shifted consump- 
tion towards a higher share 
of services as income grows. 

Meanwhile, manufacturing 
has continued its steady, 
higher than average, total 
factor productivity growth. 
This divergence has neces- 
sarily led to reducing its spe- 
cific weight in tbe economy. 
Yet there is still plenty of 
scope for manufacturing to 
perform as a growth engine 
in less advanced societies. 

This, while fully compati- 
ble with the growing role of 
services in manufacturing 
itself, results from the 
latter’s attribute of being a 
key carrier of innovation. 


Number One Southwark Bridge, London SE1 9 hl 


Francisco Sercovich, 
senior econo mist . 

United Nations Industrial 
Development Organisation, 
Wagramergasse 5. 

A-1400 Vienna, 

Austria 
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Why Clinton 
must go on trial 
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President Clinton should not 
resign. The Senate should not 
sidestep a trial. And America’s 
allies will just have to Hve with 
the consequent uncertainty. 

A trial could well last months, 
monopolism^ the attention of the 
White House and the entire DS 
government It is not surprising 
that, seeking to avoid this period 
of drift and the national embar- 
rassment of washing the presi- 
dent’s dirty linen in public, scone 
politicians have been railing on 
Mr Clinton to resign. ■ 

They are wrong. And so are the 
advocates, on the other side of 
the political divide, of a form of 
plea bargaining. Under this pro- 
posal, the Senate would sidestep 
a trial, rule that Mr Clinton was 
not guilty of high crimes and 
misdemeanours but was guilty of 
serious wrongdoing, and censure 
him for it. The president hiwicnif 
endorsed this option in his Rose 
Garden speech on Saturday.' 

Both these approaches are mis- 
taken because they seek to 
short-circuit the balanced mecha- 
nism set in place two centuries 
ago. The framers of the constitu- 
tion clearly envisaged the possi- 
bility of impeachment being used 
as a partisan weapon. Alexander 
Hamilton, in the Federalist 
Papers, foresaw that impeach- 
ment cases would enlist the 
parties’ “animosities, partialities, 
influence and interest on one side 
or the other". In such cases, he 
said, “there will always be the 
greatest dangers that the deci- 
sion will be regulated more by 
the comparative strength of par- 
ties than by the real demonstra- 
tions of innocence or guilt". 

That Is why the constitution 
provides for a trial before the 
Senate, presided over by the 
Chief Justice of the Supreme 
Court - a tribunal, in Hamilton’s 


words, both dignified and inde- 
pendent 

Mr Cbntan has a right to that 
trial He is correct in refusing to 
resign: If he is to leave office, he 
should do so only if the Serrate 
convicts him. But that is 
why he is misguided in 
to sidestep a trial The House of 
Representatives has acted const!: 
tutlonally in impeaching tho 
president, and must be tafron 
seriously. The Senate will set its 
own rules for the trial and its 
chosen procedure should be 
speedy, dignified and free from 
overly partisan zeal But try him 
it must, if the constitutional 
balance is to be preserved. 

For US allies, the inconve- 
nience of paralysis in Washing- 
ton is similarly outweighed by 
their interest in the constitu- 
tional proprieties. In the mean- 
time, they must get used. to 
dealing with a distracted admin- 
istration For example, they must 
devise ways of striking agree- 
ments with Junior figures that 
will remain provisional riwtfi the 
president’s trial is over. 

For the European Union, this is 
an opportunity to display a badly 
needed maturity in international 
affair s. On matters ranging from 
trade policy, through Nato 
enlargement, to TfrvmiM and the 
Middle East, the EU win tempo- 
rarily have to operate in partner- 
ship with a lim ping US adminis- 
tration. This will require 
initiative, in seeking to resolve 
issues with a minimum of dis- 
pute. And it will also require 
restraint: in its dealings with 
other countries, the EU must not 
try to make political capital out 
of temporary US distraction. The 
impeachment of the president is 
a serious issue. It deserves 
serious treatment, in the Senate 
and abroad. 


Impeachment’s casualties 

Bill Clinton may survive in office, but the long-term outcome will be a weakening 
of the power of the presidency, writes Gerard Baker 
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Events in recent days have lifted 
the air of crisis which had 
descended on Northern Ireland’s 
peace process.- Unionists and 
nationalists have agreed on the 
shape and scope of the self-gov- 
ernment promised by the Good 
Friday political settlement And 
loyalist paramilitaries have taken 
the first small step towards the 
decommissioning of illegal arms. 

These developments are greatly 
welcome. The first, setting the 
structure of the Northern Ireland 
executive and of six bodies to 
foster co-operation with the Irish 
Republic, clears important obsta- 
cles from the path to pluralist 
politics. More than that, tt dem- 
onstrates a will to compromise 
among David Trimble’s Ulster 
Unionists and the nationalist 
SDLP led by David Hume. 

The handing over of weapons 
by the Loyalist Volunteer 

Force was more symbolic than 
substantive. But once again it 
represented movement in a pro- 
cess which bad seemed danger- 
ously stalled. And it set an exam- 
ple which other paramilitary 
groups, most notably the IRA, 
should now be under intense pop- 
ular pressure to follow. 

Taken alongside signs that the 
IRA may reveal the whereabouts 
of more of the disappeared - the 
murder victims whose, bodies 


have still to be recovered — such 
moves should lower the sectarian 
temperature during what is 
always an awkward Christmas 
period in Northern Ireland. 

There is, though, ho cause for 
’complacency. The permanent 
encampment of Orange Order 
activists at Drmncree in Porta- 
do wushows there are stfll those 
more Interested in sectarian sym- 
bolism than in political accom- 
modations. And punishment 
shootings and beatings by para- 
militaries - particularly the IRA 
- are a reminder that Ulster has 
still to be weaned from violence. 

Most dangerous is the deadlock 
between unionists and the IRA 
over decommissioning. This stan- 
doff threatens at least to delay 
the establishment of the new 
executive and has the potential 
to wreck the whole agreement. 

Two thing s are required. The 
IRA’s political leaders in Sinn 
F6in most demonstrate their seri- 
ous intent to disarm. They must 
admit that decommissioning is 
an obligation under the agree- 
ment The parallel task for union- 
ists is to ensure that the legiti- 
mate pressure on the IRA to meet 
that obligation is not so rigidly 
framed as to give Republican 
hawks the chance to discredit the 
political process. Northern 
Ireland still walks a tightrope. 
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If there is one proposition on 
which most management consul- 
tants agree, it. Is that they work 
better in partnerships than in 
public companies.. A matching 
proposition for the equity market 
is that shares in quoted consul- 
tancies are likely to prove tad 
investments. For the assets con- 
sist wholly- of the consultants’ 
Drains, "”d those who own the 
assets- extract the value. 

It was thus thought-provoking 
to leam last week that KPMG is 
thinking of taking its consul- 
tancy business public. The big 
accounting firms, of which 
KPMG is one, are a major force 
in the consulting industry. 
KPMG’s consulting business had 
revenues last year of $3bn, up SO 
per cent on the year before. ^ 

So why float? One reason is 
clear. The auditing-consulting 
model has become an unwieldy 
hybrid, and all the big Anns are 
showing the strain to a greater or 
lesser degree. The consultants no. 
longer need the auditors to feed 
them business, and are better 
paid and foster growing. Tney 
therefore want their liberty. 

1 The auditing: side, however. - 
can justly claim compensation 
for having nurtured the business 
in the firat place. The ‘consultants 
must therefore hand over part or 
thefr. future earnings as the price 


of getting away and the obvious 
mechanism is a public offering 

The fact remains, though, that 
professional services rarely sit 
eas 0 y within a public company 
structure. Even the investment 

banks, which unlike the consul- 
tancies have a plausible use for 
outside capital, have struggled to 
reconcile the remuneration of 
their employees with the rewards 
of their shareholders. And sev- 
eral consultancies have had the 
bruising experience of going pub- 
lic and reverting to partnership 
in the past 

As consultants will tell you, 
most work better as self- 
employed owners than as cogs m 
a corporate machine. Chants 
might ask a further question- 
They will have to paythe individ- 
ual consultant a whacking fee m 

any case. But if the consultant is 

an employee, they wifi have to 
pay extra to service the outside 
shareholders. What exactly do 
they get in return? 

For the rest, of us. there is 
innocent enjoyment in seeing 
strategic advisers messing up 
their own strategies. like it or 
not though, the world needs 
wmnSanto ; their astonishing 
growth is proof of that If a large 
part erf the profession gets® fl 
twngrift: so much, the- worse ior 
who look to than for. heap. 


T he list of casualties of 
the Monica Lewinsky 
case added two names 
at the weekend, one 
expected, the other less so. 

The expected one was that of 
President Bill Clinton. Even it as 
seems likely, he survives a trial 
in the his Trrt pwifttmm'fl t 

by the House of Representatives 
on two counts of perjury and 
obstruction of justice leaves Us 
presidency bleeding slowly in the 
mud of Washington’s battlefield. 
'Whatever else hb two terms of 
office may be remembered for. it 
will never be forgotten that be 
was only the second president to 
suffer this penultimate constitu- 
tional indignity. 

The other, unexpected, casu- 
alty was Bob Livingston, the 
short-lived Republican leader in 
the House. His resignation as 
Newt Gingrich’s successor even 
before he had ascended to the 
speakership must have been a 
chilling experience for many 
members of Congress. But mare 
significant even than the 
McCarthyi&m it signals, Mr Liv- 
ingston's departure leaves the 
Republicans in disarray. The 

inciwni-ng Speaker will have an 
even harder task to maintain 
unity and redefine the party's 
sense of direction. 

With turmoil at both ends of 
Pennsylvania Avenue, the Ameri- 
can people may be forgiven for 
wondering whether the Lewinsky 
affair has brought their federal 
government to the brink of 
chaos. Are constructive govern- 
ment and bipartisan politics the 
real casualties of the impeach- 
ment process? Is the ultimate 
cost of this extraordinary affair 
to be measured not amply in per- 
sonal fefiures and party political 
upheaval, but in the under- 
mining of the American political 
system itself? 

The pessimistic view is that in 
both the immediate future and 
the longer term, the events of the 
last year have left constructive 
political debate - and with it a 
responsive and effective govern- 
ment - a fond memory. On. this 
view, American politics has 
entered its nuclear winter. The 
new Congress is already written 
off as the impeachment Congress, 
unable or unwilling to achieve 
anything of legislative signifi- 
cance. In the longer term the 
spirit , of bipartisanship crucial to 
the functioning of the system has 
been destroyed, political life has 
been paralysed by the modern 
taste for personal inquisition and 
the trust oh which political dis-' 
course is based has been shat- 
tered by the president's mendac- 
ity. 

But a less gloomy reading may 
be more accurate. The impeach- 
ment of Mr Clinton may repre- 
sent the acme of the politics of 
personal destruction, but its 
ascent has been a long process. 
For the past decade partisanship 
has been the rule rather than the 
exception in American politics; 
other individuals and principles 
have been sacrificed on that 
altar. 

The bigger trend in American 
politics revealed by the Lewinsky 
affair is the continuing adjust- 
ment to the domestic political 
realities of the post-cold war 
world. Beyond the short-term 
struggle, the president and Con- 
gress are engaged in a much 
broader battle for political power 
within the checks and balances 
of the constitutional framework. 

Predictions about the immedi- 
ate outlook, never easy to make, 



have been rendered especially 
difficult by the events of the last 
year. Throughout the Lewinsky 
saga, the conventional wisdom 
about what would happen next 
has been proved wrong at almost 
every turn. Mr Clinton would be 
forced out. The Republicans 
would make gains in the mid- 
term elections. The Democrats’ 
success in those elections meant 
impeachment was finished. All 
wrong. 

So while there now seem to be 
a range of plausible scenarios, 
assigning a probability to them is 
especially dangerous. 

The current consensus is that 
his opponents do not have the 
two-thirds of the Senate neces- 
sary to remove Mr -Clinton from 
office at the end of a triaL Aware 
of that the senators, who are in 
any case, less zealous than their 
House colleagues, wifi find a way 
to end the process before it 
brings the machinery of govern- 
ment to a halt That way out 
wouldhave to satisfy the appar- 
ent determination of Mr Clinton 
to remain in office at almost any 
cost; and the apparent determina- 
tion of Republicans (and some 
Democrats) to make him pay the 
maximum possible penalty for 
his wrongdoing. 

Though there are other possi- 
ble outcomes - from the convic- 
tion and removal of Mr Clinton, 


to his emergence, triumphant 
from the whole process - that 
still seems the likeliest. And 
while senators were doing their 
best at the weekend to suggest 
the process need not impede 
progress on the polity debate in 
Washington, the prospects do not 
look good. 

■In an effort to project an image 
of business as usual. Mr Clinton 
win next month unveil his State 
of the Union message containing 
the legislative aims for his last 
two years in office. On Saturday, 
even as he defiantly brushed 
aside the impeachment vote, he 
emphasised those aims: reform of 
social security, the state pension 
system, improving the quality of 
and access to health care, and 
addressing tfta long-term implica- 
tions erf the global economic cri- 
sis of the last year. 

But the Senate process is likely 
to take at least a month, perhaps 
much longer, to resolve. While 
the business of government will 
continue during the triaL most 
people even in the White House, 
acknowledge it will be not much 
more than perfunctory. 

But will much get done even if 
there is no triaL or a short one? 
The lang ua g e of the antagonists 
in the impeachment battle sug- 
gests political debate will be 
closer to open warfare. 

Mr Clinton's supporters are 


furious, not only at the Republi- 
can zealots who have led the 
charges, but at those moderate 
Republicans who sided with 
them. 

“They think the people will for- 
get this because they are two 
years away from the next elec- 
tions." said one senior White 
House official last week. “But 
they’re wrong: They will be pun- 
ished and they will deserve it” 

Many Republicans suspect the 
White House has been involved 
in some way in the opening of 
the books on Republicans’ sexual 
past that led to the resignation of 
Mr Livingston. 

The extraordinary scenes last 
week as Republican members of 
Congress openly raised the possi- 
bility that Mr Clinton's decision 
to launch air strikes against Iraq 
might have been an attempt to 
distract attention from domestic 
problems show how bitter rela- 
tions have become, and how diffi- 
cult it will be to produce any- 
thing of substance in the next 
two years. 

A cynical view says gridlock in 
Washington while the country 
enjoys peace and prosperity is no 
bad thing. Other than approving 
the federal budget the last two 
Congresses did not do much 
either, and the US economy pro- 
duced its best period of growth in 
30 years: crime rates fell sharply 


and American forces were 
engaged in fewer foreign wars 
than in several decades. 

However, this is probably too 
cynical a view. Long-term chal- 
lenges such as social security 
need to be addressed within the 
next year or two. And the 
unusual divisions opened up by 
last week's Iraq campaign show 
the dangers in a crisis of a deeply 
divided government. 

More important, though, will 
be, the constitutional implications 
of the Lewinsky struggle. Some 
historians argue the presidency 
may emerge strengthened from 
the events of the last year. Revul- 
sion at the spectacle of an Inde- 
pendent counsel prying into the 
dressing rooms of every presiden- 
tial assistant may persuade Con- 
gress to change the law and limit 
the role of special prosecutors 
like Kenneth Starr, sparing 
future presidents the prospect of 
having their every act placed 
under a spotlight 

But that may miss the point of 
what has been happening in US 
politics in the Clinton presi- 
dency. Mr Clinton is the first 
post-cold war president. For most 
of this century, US politics has 
been conducted in the shadow of 
an external threat In those cir- 
cumstances, the commander-in- 
chief enjoyed greater constitu- 
tional powers that, through ele- 
vating his status, spilled over 
into the realm of domestic poli- 
tics - the so-called imperial presi- 
dency. But with the cold war 
over, the president's limited con- 
stitutional power at home is laid 
bare. 

Since he took office in 1993 Mr 
Clinton has been constrained by 
this new reality. His attempts to 
push through significant legisla- 
tive changes (especially in health 
care) - his own limited version of 
Franklin D Roosevelt's New Deal 
of the 1930s or Lyndon Johnson's 
Great Society of the 1960s - failed 
spectacularly. And In 1994, the 
Republicans in Congress seized 
the political initiative. Since then 
most of Mr Clinton's successes 
have been piecemeal, often 
achieved by co-opting Republican 
initiatives, such as welfare 
reform. And his political genius 
has been to define his role - in a 
remarkable reversal of tradi- 
tional imHgpfi - as a restraining 
hand on Congress. 

This change also partly 
explains the growing partisan- 
ship in American politics in the 
last few years. Since a congres- 
sional ^majority now confers real 
political power, parties are con- 
centrating around a narrower 
core of supporters and activists 
committed to a common agenda. 

All the odds are that Mr Clin- 
ton will survive impeachment. 
Senators seem Inclined to side 
with those who argue that the 
kind of crimes he is accused of 
tell short of the offences against 
the state the founding fathers 
had In mind when they drew the 
outlines of the relationship 
between the president and Con- 
gress. 

But even Mr (Hinton's genius 
will probably not be able to alter 
what seems an inevitable conse- 
quence - his loss of authority to 
do much of consequence in the 
next two years. 

Whatever happens, members of ' 
Congress seem determined to 
ensure they achieve what may be . 
even more significant in the long 
run than even his symbolic 
impeachment - the continuing 
attrition of presidential 
authority. 


I t is not likely to be a pretty 
sight A Senate trial, if ft 
goes ahead, would place a 
whole cast of unsavoury 
characters in the spotlight of the 
most intense public scrutiny and 
legal cross-examination. 

After months of jokes on late- 
night television chat shows, the 
grotesque details of the presi- 
dent’s 18 -month affair with 
Monica Lewinsky would be 
IbrensicaDy examined in front of 
100 senators, the Chief Justice of 
the Supreme Court, and. the 
world's media. 

There would be Ms Lewinsky, 
the fanner White House intern, 
testifying about those hallway 
encounters close to the Oval 
Office. Exactly which parts of 
her body did the president 
touch? Did he do so with the 
intention of arousing or gratify- 
ing her, as the lawyers in the 
Paula Jones sexual harassment 
casepnt it? 

Unless the senators can deter- 
mine the facts of the relation- 
ship, it trill be exceptionally 
hard to convict Mr Clinton for 
perjuring himself about those 
same fects before the grand jury 
this summer. 

But even if the Senate hears 
the details of the relationship, do 
they in feet amount to sexual 
relations? . The finer points of 
this semantic debate were not 
lost on Ms Lewinsky, who dis- 
cussed tiie matter at length' with, 
her one-time confidante Linda 
Tripp before the scandal erupted 
almost a year ago. 

Ms Lewinsky insists, daring, 
her many boors of taped conver- 
sations with Ms Trim,, that her . 


An unappetising prospect 


Richard Wotffe explores how an impeachment trial in the Senate 
might work and the issues likely to be at stake 


behaviour with the president did 
not amount to sexual relations. 
Was it merely “Inappropriate 
intimate contact", as the presi- 
dent described it to the grand 
jury? 

As the lead prosecutor in the 
Senate, Henry Hyde, the avuncu- 
lar chairman of the House Judi- 
ciary Committee, would be 
forced to address distasteful 
questions that he successfully 
sidestepped In the House. 

The senators will not be helped 


chologlcal examination. The 
Starr report treats her as a credi- 
ble witness with an extraordi- 
nary recollection of details about 
her alfalr. Yet she was also 
recorded telling Ms Tripp about 
her tormented childhood in a 
broken family that routinely lied 
for personal gain. Was she tell- 
ing the truth when she told the 
grand jury that nobody asked 
her to He? 

The president’s defence will 
also want to question the credi- 


the normally secretive world of 
lobbying that Mr Jordan inhab- 
its, somewhere between the 
White House and Washington’s 
business elite. 

Then there is the question of 
Betty Currie, the president's sec- 
retary. Was she coached by the 
president to alter her evidence 
about whether she left Ms Lewin- 
sky alone with Mr Clinton? Mrs 
Currie appeared shocked and 
even scared by the intense media 
attention that she attracted 


There appear to be no clear rules on what standard of proof would 
be required for conviction: beyond all reasonable doubt, 
as in a criminal trial, or on the preponderance of evidence 


by the sweeping nature of the 
first article of Impeachment 
drawn up by the House of Repre- 
sentatives. Exactly which sec- 
tions of the president's testi- 
mony constitute perjury before 
the grand jury? 

~ The second article of impeach- 
ment is at least more specific, 
detailing seven accusations of 
obstruction of justice. However, 
the first and most damaging also 
revolves around Ms Lewinsky’s 
interpretation of events. Did the 
president “corruptly encourage" 
her to swear an affidavit that 
he knew to be false? Or did she 
lie of her own accord? . 

Ms Lewinsky’s credibility will 
be the subject at an almost psy- 


bfltty of Kenneth Starr, the inde- 
pendent counsel. Was he part of 
“a vast rightwing conspiracy* 
which included Ms Tripp, with 
the aim of ensnaring the presi- 
dent in a spurious sexual harass- 
ment case? Or has Mr Starr been 
unfairly attacked by the White 
House for merely doing Ms job 
in the face of a concerted 
cover-up by the president? 

That alleged cover-up is at the 
heart of the second, more precise 
article of impeachment. In par- 
ticular, the president is accused 
of seeking to find a job for Ms 
.Lewinsky, with the aid of his 
long-time friend Vernon Jordan, 
in order to -secure her silence. 
Any trial would need to examine 


at her grand jury appearances. 

Of course, these bizarre and 
tawdry arguments could be 
avoided- The Senate could vote 
by a simple majority to rale out 
certain types of evidence, or even 
choose to accept the account of 
the Starr report as factually 
accurate. 

But that appears unlikely, if 
the first impeachment trial for 
130 years tabes place. Mr Clinton 
has pledged to remain in office 
“until the last hour of the last 
day” of his term, and there is 
every reason to believe that his 
defence in the Senate win con- 
test every point of evidence until 
that tfing- 

Amid all this, the senators 


themselves would be forced to 
conform to the most unnatural 
of restrictions - silence. During 
the trial proceedings, senators 
are forbidden from speaking “on 
pain of imprisonment’’; they 
then go into closed session to 
decide a verdict To complicate 
matters Anther, there appear to 
he no clear rules on what stan- 
dard of proof would be required 
for conviction - beyond all rea- 
sonable doubt, as in a criminal 
triaL or on the preponderance of 
evidence. In line with a civil 
case? No observer or senator 
knows how that vital issue 
would be resolved, given the lack 
of precedent 

According to Senate rules, sen- 
ators can intervene at any time - 
even before any evidence is 
heard - to stop the proceedings 
with a simple majority vote. On 
mathematics alone, that makes 
it ter easier to halt the trial than 
to secure a conviction, which 
requires a two-thirds majority of 
senators - including the defec- 
tion of a dozen Democrats. 

With the help of former Senate 
leaders Bob Dole and George 
Mitchell, the president may be 
able to negotiate a compromise 
of accepting a censure motion in 
place of a triaL However, some 
moderate Republicans, such as 
Mike DeWine of Ohio, insist 
there to no middle ground 
between acquittal and convic- 
tion. 

Whatever the outcome, the 
Senate may prefer a short cut to 
a resolution than several months 
more of the sexual allegations 
that have captivated the US for 
so long. 





PRINTERS 
FAX MACHINES 


FINANCIAL TIMES 


building homes 
of individuality ; 
FROM SCOTLAND TO 
THE SOUTH COAST : 


MONDAY DECEMBER 21 1998 


THE LEX COLUMN 


Inter-nutty 


Internet insanity continues. 
Amazan.com’ s shares jumped 30 per cent 
on a recent broker’s recommendation and 
have now risen nine-fold this year. Yahoo! 
is not far behind with a six-fold gain for. 
1998, while America Online has more than 
Quadrupled in value in 22 months. 

This no longer has anything to do with 
fundamentals - if it ever had - and every- 
thing to do with liquidity. These stocks 
have been driven up by private “high- 
tech" investors, who buy and sell through 
the internet and treat the stockmarket 
like a computerised game of chicken. And 
it appears that they have psyched out 
Wall Street's professionals. 

For much of this year; institutions have 
watched the internet craze from the side- 
lines with mild bemusement Many had 
largely said out of the sector and were 
waiting for a correction. Now they seem 
to have lost their nerve and started to 
worry that their investment performance 
will suffer if they do not get back into the 
game. As a result professional funds have 
started buying into the larger, better 
branded stocks, helping to propel prices 
even higher. 

It is the nature of investment bubbles to 
grow Ear larger than anyone expects and 
to pop only after scepticism finally fades. 
But a crash will come. And it would be 
ironic indeed if U were the reluctant insti- 
tutional buyers, rather than the gung-ho 
private punters, who were left holding the 
baby. 

Japanese electronics 

Japan’s electronics conglomerates are 
notorious for destroying value.. These 
blue-chip companies, including Hitachi, 
Mitsubishi Electric, NEC and Toshiba, 
have lost their rationale. Hitachi is typi- 
cal: the synergies of manufact uring hydro- 
electric power stations, plastic bathrooms 
and vacuum cleaners were never obvious. 
But now, the advantages of cheap labour 
and capital, a weak currency and large 
export volumes have evaporated. Manage- 
ment might hope the problems are cycli- 
cal linked to the D-Ram cycle, but they 
are structural 

Each does, of course, have hidden 
jewels. But the groups’ scale and bureau- 
cracy have stifled creativity, which is 
reflected in the share price performance. . 
Although they are theoretically in high- 
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tech growth businesses, Mitsubishi Elec- 
tric has underperformed the market by 40 
per cent in the past 10 years, while NEC 
and Hitachi have barely beaten the Topix 
all-share index. 

Toshiba’s recent outperformance - 25 
per cent since September - shows how to 
unlock value. It plans to sell or put In 
joint ventures, up to a third of its 
operations. This redefinition is painful but 
necessary. Yet the others continue to hesi- 
tate. With no threat of takeover - because 
of Japan’s crossholding system - man- 
agement appears to be ignoring the prob- 
lem. Only financial pain will force change. 
The biggest danger is that the D-Ram 
cycle turns dp, reducing the imperative 
for a radical shake-up. 


Bayer 


like a catalyst, Bayer is not changing 
despite the chain reaction coursing 
through the chemical industry. Unlike the 
catalyst, it has not even made it into the 
test-tube for a shake-up. Bayer remains 
one of the last big hybrids combining both 
chemicals and life-sciences. This is a 
shame . 

Bayer may be in less need of an over- 
haul than some of its peers, ft is tidying 
up its portfolio in chemicals and next year 
wfll float a majority stake in Agfia, the 
photographic products business. The bal- 
ance sheet is strong - net debt of DMZJim 
compared with a market capitalisation of 
DmSObn. And the company pursues a vari- 
ant of shareholder value thinking, reckon- 
ing that, overall, it generates a cashflow 


return on its investment which exceeds 
its cost of capital. 

The point, though, is the opportunities 
Bayer will miss if it stays in Its present 
form. In pharmaceuticals, it has lost 
ground badly. Operating margins in 
healthcare were a mere 13.7 per cent last 
year, down from 16.4 per cent in 1995. The 
best in the industry are over 25 per cent 
Much of Bayer’s decline is due to a big 
step-up in research and development 
spend. But despite scene promising drugs, 
it has nowhere near the pipeline of the 
best US companies. And its biggest selling 
drug, Cl probay, faces US patent expiry in 
five years. 

Bayer needs to bulk up. But merger 
partners are running out, and few would 
welcome Bayer’s chemicals and polymers 
businesses as dowry. 

Lasmo 

Lasmo's shares are in freeML Since the 
start of July, they have underperformed 
the market by 58 per cent. On Friday 
alone, they fell 7 per emit, taking the oil 
exploration and production company’s 
discount to net asset value to more than 
40 per cent. Lasmo, of coorae^ia not alone 
among E+P companies in feeling the 
squeeze from $10 per barrel ofl. But the 
rest of the sector is at a 30 per cent 
discount to net assets. 

Behind the share price collapse is the 
worry that Lasmo could soon be in finan- 
cial distress, requiring a rescue rights 
issue. If the oil price stays at the $10 level 
this would eventually be on the cards - 
though Lasmo believes it would, have to 
stay there for 24 months before requiring 
such drastic action. The danger is that 
this time-frame win concertina East if the 
oil price slips and stays below $10 per 
barrel Hence the anxiety. 

Is Lasmo cutting costs and raising cash 
tost enough to protect itself? Last month's 
belated restructuring should save £3Qm a 
year by 3000, provided all goes to plan. 
But with interest cover of just 3J times at 
mid-year and gearing likely to increase on 
anticipated asset write-downs, the pres- 
sure to make asset disposals Is consider- 
able. Reducing Lasmo's weighting 
towards Venezuela, which will consume 
60 par cent of next year’s capital expendi- 
ture, is essential. Keeping that total below 
£250m should be a priority. 


CONTENTS 


Wortt Mews 
JntenBOonaf 


Features 

Guide » the Wwk_ 
Inside Trade 


16 Crossword Puzzte 


Companies & Finance 


,ir 

■ . * 


> — muf I — , n ~n ■ l»- 1 iui_ii I. ■ I.I- — t » *- ■ - 

uoipjMinn nnranyamiv israen piroa nwrmnm. ras caonoi veroq yewuvresay 
to suspend the US-brokarad Wy» peace accord. Page 2 AP 


Compares hi trite Issub. 

17 

fiWnl knr^ktr 

17 

International Bonds. — . 

21 

FT Guide to World Currencies — 

— 20 


20 

Uriah Write 

22 

New International Band Issues — 

— . 22 

frmfnrim Rtary .... 

22 


24 

Recent tern**, IB?,-. . .. . ... 

22 

London stare service 

. 26J7 

Managed Ante service 

28-30 


_ 31 

FT/S&P-A World Imtices 

__ 31 

Hew YOrK Stock Exchange. 32^3 

Btorid markets at a glance 

— 22 

Economic Diary- 

__ 33 

Survey 

BrazL - 

EaTI 



FT, com 


!-!N A NCI A » ! f MLS 


Directory of onfine services 
via FT Bectronic Publishing 


FT WEATHER GUIDE 




GaMua 

Bdpno 

fair 

a 

ABvDfat* 

Accra 

Sun 

Sun 

Show* 

37 

32 

12 

3 

EMM 

Bari** 

Berta 

Bannuda 

Shown 

Mn 

PUT 

Showy 

5 

t 

-1 

22 


Yhmdgr 

IS 




Mans 

Ckxxjy 

Si 

Sembay 

Sun 


EL Mm 

Ram 

34 

BUM 

fa* 



Dubrovnlc 

EAtunh 


;i o o 




jijiaa 






W 










Japan to 
rules for 


By GWan Tell and Kariro Nakanne fat 
Tokyo 

Japan will abolish withholding tax 
for non-resident investors in the gov- 
ernment bond market from next Sep- 
tember to make it more attractive to 
international Investors. 

As part of an effort to dean up its 
vast securities market the govern- 
ment also plans to end practices that 
encourage foreign investors to trade 
Japanese government bonds anony- 
mously. The ministry of finance 
hopes the moves wIH help raise trad- 
ing 1 standards in Japan's government 
bond market, where tax evasion is 
rife. They come as the government Is 
planning other measures to deepen 
the securities market, such as the 
introduction of market auctions for 
finance bills next spring. 

At present Japan operates two 
main types of ownership registration 
for its bonds. One is the “book 
entry” system, under winch inves- 
tors register their holdings of gov- 
ernment bonds in their own names. 
The other is a “vol unta r y registra- 
tion system", which allows investors 
to register the bond in the name of a 
Japanese bank or broker imtwari. 


ease bond market 
foreign investors 


Most private foreign investors 
choose the second system, as Japa- 
nese and brokers are exempt 

from the 15 per cent withholding tax 
levied on non-residents. Also, regis- 
tering a government bond in a for- 
eign name is so complex it reduces 
the liquidity of the investment. 

But this system creates huge legal 


falls. Its status under Japanese law 
is also unclear. 

The pi"""*** reforms will come in 
two stages. The first, fix Sept em ber, 
will abolish the withholding tax. pro- 
vided bonds are registered under the 
book entry system. 

This will be followed in 2001 with 
the abolition of the tax exemption 
for domestic brokers registering 
bond-holdings under the voluntary 
registration system. Given the vol- 
untary system's risks, many inves- 
tors are likely to switch to the book 
entry system - improving the 
market's transparency. 

The planned moves will have little 
impart on tax revenues as most for- 
eign investors have been evading the 
tax. However, the government hopes 
it will attract more investors Into 
the market to Improve its liquidity. 


It hopes this will boost the 

global use of the yen. 

The reforms are likely to be Wel- 
comed by foreign investors. Includ- 
ing many public sector institutions 
such as US pension funds, which 
have been reluctant to buy Japanese 
government bonds because they had 
to pay the tax unless they took part 
in evasion practices. 

However, the reforms could hurt 
domestic brokers that have carved 
out a metre by providing services 
that allowed foreign investors to 
"hide" their holdings of Japanese 
government bonds. They could aiw\ 
hurt the euroyen bond market, 
which has provided a substltute for - 
Japanese government bonds for 
many European fund managers 
wishing to avoid the tax without 
co ncealing their holdings. 

A broker at a Japanese bank to 
London said: “When the reforms 
take place, next year, I anticipate 
most will move into government 
bonds as many euroyen Issues have 
lower yields than government bonds. 
Euroyen Issues have also become 
illiquid recently as there has been 
little issuance over the past couple 
of years.” 


Sale of Gazprom stake helps 
plug hole in Russian budget 

Ruhrgas pays $660m for 2.5% holding in gas monopoly 


By John ThomHfl 
in Moscow 

The Russian government has sold a 
2J> per cent stake in Gazprom, the 
big gas monopoly, for $660m, helping 
to plug a hale in the federal budget 
and to prevent another round of 
inflationar y money p rinting . 

It was announced at the weekend 
that Ruhrgas, the German gas com- 
pany, which has a history of com- 
mercial ties with Gazprom, had won 
the privatisation auction after pay- 
ing $9m more than the minimum 
asking price. 

A Ruhrgas said the acquisition 
would strengthen the Germ an com- 
pany’s partnership with Russia’s 
most powerful energy concern and 
could lead to new development pro- 
jects. Gazprom is the world's biggest 
gas company, accounting for about 
one-third of the world’s proven 
reserves. 

The sale of the Gazprom stake Is a 


timely boost for the Russian govern- 
ment- tt has. been struggling to find 
enough revenue to pay off wage 
arrears and pensions without print- 
ing more money following the coun- 
try's financial crash in August 

The government will this week 
press parifamant to adopt a tough 
budget for 1999 in an attempt to con- 
trol its runaway finances and win 
additional support from the Interna- 
tional Monetary Fund. 

Alexander Bra verm an, deputy 
minister for state property, said the 
government would continue to press 
ahead' with its privatisation pro- 
gramme next year, but would aim to 
stimulate greater Investment In the 
real economy. 

*Tt will not have just a fiscal char- 
acter,’* he said. “There will be an 
emphasis on investment and the 
government will not be motivated 
just by short-term budget revenues." 

Mr Braverman said the govern- 
ment intended to raise a further 


$L5tm from the sale of a strategic | 
stake in the Svyazinvest telecammu- ■ 
ideations company next year. It 
would also auction another per 
cent stake in Gazprom, reducing the 
state’s shareholding to 35 per cent 

He suggested the government 
might try to package fixture privati- 
sation issues In the form of 
convertible bonds to offset the low 
valuations currently attached to 
Russian assets. The Moscow stock 
market has plummeted this year, 
reducing the market value of the 
country’s 50 biggest companies to 
less than $I3bn. 

Gazprom welcomed, the outcome of 
the auction. "This will no doubt 
limit the controlled emission of 
roubles and, consequently, restrict 
inflationary pressures in the Russian 
economy," it said. - 

The only other bidder for the 
Gazprom stake was Interoil Finance, 
an unknown consortium, which 
hid $65L5m. 
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Bank warns of euro-zone slowdown 

{taESSSa!*- ^ *"*• 1138 vwned that 
tan 9 6 currenc y. wtlieh arrives on 

¥ preciat ®a n ' 1 Jnterv 
slowdown In Europe. “The greatest 

fW the euro-zone would be an 

^SS?^5L? arp appreciation of the euro 
against the dollar and the yen." it said. Page 25 

Norris challenge at Morgan Crucible 

Moj^an Crucible's carbon technology plant in 
Rhode Island is a factory where the workers talk 
like management consultants. Instead of pin-up 
calendars on the walls there are earnest slo- 
gans. The man who brought this about. Ian Nor- 
ns. has been made chief executive of the UK 
engineering group, charged with Improving its 
standing with investors. Page 18 
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eyes are on the US 
Federal Reserve's 
Open Markets Commit- 
tee meeting on Tues- 
day. A semblance of 
calm has returned to 
markets disturbed by 
the Asian crisis since 
25 basis point US 
interest rate cuts in 
October and Novem- 
ber. The dollar’s move- 
ments have been dictated mostly by President 
Bill Clinton’s impeachment travails and the likely 
nature of renewed conflict in the Gulf. Page 24 

Philippine SE shakes off torpor 

Resistance to change can run deep at the Phil- 
ippine Stock Exchange, an Institution often seen 
as a laggard among the region’s more devel- 
oped bourses. Nearly five yea/s after the Makati 
and Manila stock exchanges merged, members 
of the PSE have only just agreed to set up a 
-• combined trading floor. But in 1999 PSE offi- 
dais aim to push through an ambitious agenda 
of reform and expansion. Page 20 

Investors in Japan reject high risk 

Increased sensitivity towards credit risk is trans- 
forming Japan’s Y56,000bn ($483 bn) corporate 
bond market The trend highlights the gravity of 
the “credit crunch” squeezing Japan's languish- 
ing corporate sector. While the market for qual- 
ity bonds (those rated A or higher) is rapidly 
expanding, demand for high-risk bonds (those 
rated BBB or tower) is dwindling. Page 21 

Analysts predict unhappy new year 

The festive season may already be over for 
many investors in UK eqtaties, if some forecasts 
of 1999 earnings prove correct Many “top- 
down” strategists - who took rif flie economy 
as a whole when deriving profit? forecasts - 
believe that overall corporate earnings will be ■ 
more or less static for 1998 and then shrink by 
about 5 per cent in 1999, or at beat grow by a 
few percentage points. Page 22 

German railway sell-off in 2003 

Deutsche Bahn, Germany’s state-owned rail- 
way, wiU begin its privatisation process in 2003 
after the completion of reforms, the head of its 
supervisory board said. Page 18 
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NETANYAHU FACES NO-CONFIDENCE VOTE 
Benyamin Netanyahu, the Israeli prime minister, 
is today expected to face a no-oonfidence vote 
in the Knesset, the country’s parliament 
Far-right factions opposed to the signing of the 
Wye River land-for-security agreement with the 
Palestinians hope to unseat the government 
NORTH KOREAN NUCLEAR INSPECTION 
Japan, the US and South Korea are scheduled 
to hold a deputy ministerial- level meeting In 
Washington on Tuesday to discuss how to 
persuade North Korea to allow inspection of 
suspected underground nuclear facilities. 
BELGIAN CORRUPTION TRIAL VERDICT 
The verdict is expected in Belgium's “trial of the 
century" Into bribery In politics on Wednesday. 
Three former ministers are among the accused. 
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LTCM consortium makes 11% 

Fund’s performance improves • Investors seek exit 


By Tracy Corrigan and Wrffiam 
Lewis in New Yoric 

The consortium of financial 
institutions that rescued 
Long-Term Capital Manage- 
ment from bankruptcy hnc so 
far made- a return of ll per 
cent on the $3_625bn it put for- 
ward to bail out the hedge 
fund at the end of September. 

The financial Institutions 
could see some of their capital 
returned to rhwn in 1999 as a 
result of this positive perfor- 
mance, according, to people 
close to the hedge ftmfl. 

However, they warned this 
would depend on the continua- 
tion of the gradual unwinding 
of the fund's positions and its 


total leverage, as well as the 
improved performance of the 
its portfolio. 

The 11 per cent return on. 
the consortium’s investment is 
net of the fees it has paid to 
LTCM partners and staff for 
helping to manage the fund’s 
investments. The figure relates 
to from the end of September 
to the end of November. 

- LTCM. one of the world's 
biggest hedge funds, was 
forced to seek a baft-out in Sep- 
tember after suffering: substan- 
tial losses triggered by market 
turbulence following Russia’s 
partial debt default. 


Since organising the bail- 
out, members of the consor- 
tium have made clear pri- 
vately that they do not view 
their investment in LTCM as 
long term and that they are 
looking for an exit strategy. 

In recent weeks, there have 
been efforts to sell the portfo- 
lio, including a preliminary 
discussion by Goldman Sachs 
with Prince AJwaleed bin Talal 
bin Abdulaziz. the Saudi inves- 
tor, in October. 

Although no potential buy- 
ers are currently believed to be 
in discussions, further oppor- 
tunities may be pursued. 


people close to the consortium 

have made clear. 

In November, LTCM gained 
approximately 21 per cent as 
credit market spreads con- 
tracted. Most of LTCM's posi- 
tions were in trades on spreads 
in the fixed income markets, 
which ballooned in August 
and September following the 
default of Russia on its domesr 
tic bonds. 

LTCM is also said to have 
paid down all of a $500m credit 
facility led by Chase Manhat- 
tan Bank, which was due to 
expire at the end of the year. It 
will not be replaced, partly 


because the gains on the port- 
folio have provided an addi- 
tional margin of comfort that 
there will be sufficient capital 
to withstand any further mar- 
ket disruption. The fund has 
shrunk its balance sheet risk 
“significantly", one person 
close to the fund said. 

As one way of liquidating 
old positions and putting on 
new positions, the fund has 
been using an auction mecha- 
nism. The auctions have cov- 
ered about five products - some 
to sell and some to buy. 

About eight dealers are 
Invited to submit bids, and the 
winner has the rights to any 
related business for the next 
week. 


Goldman Sachs 
buys seized Thai 
assets for $655m 


By Ted Bardacto in Bangkok 


Goldman Sachs, the DS 
investment bank, has agreed 
to pay $655m for seized assets 
nominally worth more than 
$3hn from Thailand's Financial 
Sector Restructuring Agency. 

The deal was a boost for the 
government’s effort to auction 
off bad loans accrued during 
the country’s financial crisis, 
which had appeared in disar- 
ray when initial results were 
announced last week. 

Although the deal will see 
Goldman acquire assets at a 78 
per cent discount, the FRA 
awarded the assets - primarily 
bad loans secured by property 
collateral - to the company 
only after it agreed a profit- 
sharing scheme that could 
raise the FRA’s recovery rate 
to between 30 and 40 per cent 

The FRA also announced it 
hftdtaold an additional $396m 


of loans to two Thai investors 
for fl03m after they agreed to 
■ raise their bids. 

Together with $882m of 
assets sold last week for 
the FRA succeeded in 
- selling 41 per cent of the 
approximately $10J5bn in loans 
at what had been billed as the 
world’s largest one<lay asset 
auction ever. 

The JLlhn in proceeds will 
be distributed to creditors of 56 
finance companies shut down 
last year after borrowing 
Bt430bn ($12bn) from the Thai 
government in a vain attempt 
to halt the financial crisis. As 
the largest creditor to those 
liquidated companies, the sale 
helps the Thai government 
begin to plug the fiscal hole 
created when it rescued the 
country's financial sector. 

The auction had also been 
. expected to breathe life into 
Thailand’s property market 



The property crisis has made work scarcer for Bangkok demofition crews 


and help push forward corpo- 
rate debt restructuring by 
creating benchmarks for cer- 
tain types of assets. 

But the initial results of the 
auction were deemed a “fail- 
ure" by FRA chairman Amaret 
Sila-on after it sold less than 
10 per cent of the assets up for 
sale. Bidders . proposed prices 
at levels that were deemed 
unacceptable to a Thai govern- 


ment concerned about its bal- 
ance sheet and rapid asset 
price deflation and a Thai pub- 
lic critical of a "fire sale" of 
assets to foreigners. 

“We have to balance the per- 
ceptions of the Thai public 
with those of the overseas 
investing public. You cannot 
live in one world alone." Mr 
Amaret said last week. 

The amount of assets sold 

• 


Picture: AP 

and their discount rate are 
now closer to what foreign bid- 
ders and analysts expected 
from the initial auction. 

Remaining assets will be 
repackaged and another auc- 
tion will be held early next 
year. Participating in that auc- 
tion will be the government- 
owned Asset Management Cor- 
poration. which potentially 
will have Btl8Ghn to spend. 


AMP beats rivals in $4.5bn deal for NPI 


By Christopher Brown-Humes in 


AMP of Australia was last 
night set to confirm a E2-7bn 
($4.5bn) deal to buy NPI, the 
UK life mutual, in an agree- 
ment that transforms the Aus- 
tralian group, into <mn of the 
biggest foreign owners of UK 
life assets. 

AMP beat off competition 
from Britannic Assurance, the 
UK door-to-door sales special- 
ist: CGU, the UK composite 


insurer; and Swiss Life. 

The deal has three parts: 
AMP is paying £S10m in cash 
for NPTs brand, new business 
prospects and infrastructure. It 
is also Injecting £800m into 
NPI’s life fund to provide 
greater investment flexlbflity- 
FinaDy, it plans to distribute 
the £1.4bn contents of NPI’s 
estate - the value of the 
investments which the with- 
profits policy holders own - as 
bonuses over time. 

NPFs 630,000 policyholders 


will each receive a flat rate 
cash windfall of £900 while its 
440,000 with-profits policy- 
holders could end up with cash 
and policy bonuses averaging 
nearly £4.000. 

NPI, a pensions specialist 
with £llbn of assets, was 
forced to demutualise by finan- 
cial weakness and poor invest- 
ment performance. Its future 
with-profits business will be 
written through the life fund 
of Pearl Assurance, which 
AMP bought for £Llbn in 1989. 


This fund is much stronger 
than NPTs and more heavily 
invested in equities, which 
have traditionally produced 
the best investment returns. 

The Australian group gains 
a long-coveted entry into the 
market for products sold 
through independent financial 
advisers. It will hope that 
NPI’s sales, which have been 
hit by perceptions of its finan- 
cial weakness, will pick up 
substantially under its owner- 
ship. AMP also owns Hender- 


son, the fUnd management 
group it bought earlier this 
year, and has a 50 per cent 
stake in Virgin Direct 

George Trumbull, AMP chief 
executive, said the deal gave 
AMP another good brand 
name to add to its stable in the 
UK and provided access to the 
IFA channel for pensions prod- 
ucts. 

The deal, which is subject to 
policyholder approval, is 
expected to be completed in 
the third quarter of next year. 


Brussels 
telecoms 
group set 
to launch 
junk bond 

By Edward Luce, 

Capital Markets Editor 

Hermes Europe Railtel, a 
Brussels-based telecommunica- 
tions company, is today expec- 
ted to launch the first high- 
yield bond in a European cur- 
rency since the Russian debt 
default last August. 

The bond, to be issued in 
euros, Europe's future single 
currency, and in US dollars, in 
a two-tranche offering, is 
Europe’s first junk bond since 
July 31. ICO Global Communi- 
cations, a London-based tele- 
coms company, was the last 
borrower to tap the European 
currency high-yield market in 
a ElOOm issue. 

A high-yield bond is debt 
issued by a company with a 
rating below the investment 
grade threshold of BBB minus 
for s tandar d & Poor's and Baa3 
for Moody's Investors Service. 

The offering, which will be 
lead managed by Donaldson, 
Lufkin & Jenrette, the US 
investment bank, will be care- 
fully observed as an indicator 
of whether appetite has 
returned for riskier invest- 
ments in Europe. 

In the aftermath of Russia’s 
default, the price of Europe's 
estimated $7.5bn worth of 
high-yield bonds plummeted as 
investors sold riskier paper 
and fled to the safety of gov- 
ernment bonds. 

But the decisions by the US 
Federal Reserve to cut interest 
rates in October and Novem- 
ber have meant prices have 
stabilised sufficiently for the 
US high-yield market to re- 
open. Several European tele- 
coms groups, including Telew- 
est and NTL of the UK, have 
issued dollar bonds recently 
into the US market 
But today's offering - pro- 
ceeds of which will go towards 
the cost of laying down the 
company's European fibre 
optic network -is the first tar- 
geted at European investors. 
The 10-year bond, totalling 
E85m and US$1 OCtm, is the sec- 
ond issued by Hermes Railtel. 
It issued a dollar -denominated 
high-yield bond in the first 
quarter of the year. 

Hermes Railtel. which is 
owned by GTS Global Telesys- 
tems, a US company listed on 
Nasdaq, is known as a “carri- 
er’s carrier" because it pro- 
vides connection services to 
leading telecoms companies 
such as Deutsche Telekom and 
British Telecom. 
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Markets in troubled sleep 


Christmas has a soporific 
effect on the markets. It takes 
a lot- not even, ft seems, a 
bombing campaign against 
Iraq - to shake, them out of 
their apathy at this time. 
Those expecting bonuses do 
not want to take unnecessary 
risks and those unlikely to be 
rewarded prefer to keep their 
hefiris down until the slate has 
been wiped clean. December is 
a good moment to prune 
balance sheets and to tie up 
loose ends. 

But in the past few weeks, 
the markets have been 
somnolent, even by their own 
standards. Given the dramatic 
volatility over the past four 
m onths, the silence Is all the 
more deafening. 

There are two 

straightforward explanations, 
and one thatismore 
troublesome. First, volumes in 
European bond and money 
markets have shrivelled 
because of worries about the 
technical difficulties Involved 
in converting securities 
denominated in the 11 
euro-zone currencies into one 
currency. Investment banks, 

European exchanges and 
clearing houses have spent 
many recent weekends - and 
of millions of dollars - 
conducting trial runs for the 
conversion weekend of 
January 2 and 3. 

To simplify the transition, - 
Investors have been h o lding 
off from buying securities 
denominated in the awaited 
legacy currencies, or 
concentrating their exposure 
an one or two currencies, This 
explains why turnover in 


has risen in the past few 
months while volumes have 
fallen in other European 
currencies. Japanese investors 
in particular have 
concentrated most of their 
fire-power on the D-Mark, 
seeing it as the closest proxy 
to the euro. 

Second, investment banks 
have taken a battering 
following the Russian debt 
default in August and are 
loath to take on hew risks 
before they have repaired their 
balance sheets. This means 
holding off from investing in 

emerging markets, extending 

credit to hedge funds or 
underwriting leveraged 
buy-outs until well into the 
first quarter of 1999, when, ft is 
hoped, stability will have been 
restored. 

Both considerations have 
undoubtedly had an influence. 
But there Is a further reason 
for the degree of illiquidity in 
the markets. The effects of the 
interest rate cuts In the US 
between September . and 
November have started to .. 
wear off. Alan Greenspan, 
chairman of the US Federal 
Reserve, said the objective of 
the Interest rate cuts was to 

restore liquidity to the credit . 
markets, in particular to the 
bond markets where spreads * 
had widened out to alarming 
levels. The fear bad been that 
the credit contraction would 
spill over Into the real 
economy and trigger a 
recession in. the US next year. 

The cumulative 75 tresis 
point reduction in US interest 
rates produced die desired 
result But since late 
November - and not . 


withstanding the interest rate 
cuts in the euro-zone and the 
UK - much of the good work 
has started to be undone. 

Emerging market and 
western corporate bond prices 
have resumed their drift, and 
benchmark commodity price 
indices - one of the best 
indicators of the economic 
outlook for emerging market 
economies - hit a 21-year low 
this month. Meanwhile, 
inflation continues its descent 
in most leading industrial 
economies - not least, but 
most h afTHng ly - in the US. 

That the yield on the US 
Treasury bond is about L5 per 
cent should give some pause 
for thought. This is its lowest 
point, below even the levels it 
reached before the first rate 
cut in October. The markets 
are as nervous as ever about 
prospects for a recovery in the 
global economy. 

None of this necessarily 
suggests another bout of 
financial turbulence is around 


the comer. More likely, relief 
at the successful transition to 
the euro will trigger a large 
volume of activity in the bond 
and equity markets in Europe 
as Investors put their cash to 
work. No doubt by then most 
of the world’s hedge funds will 
be back in the frame, having 
settled accounts with their 
creditors. 

But the markets cannot 
ignore the tact that the world’s 
economic prospects remain an 
shaky ground. It is to be hoped 
the markets are silent because 
it is Christmas. Possibly it is 
also because the global 
financial crisis is not yet over. 
All quiet on the western front? 



GENEVE 

dfyttti O 


The new movement 

L.TJ.C 

lirir lo 3 proud watchmaking tradition 



C*lm|i«nl - u uibrar 1 * Ibr btndrr. 

Srobp thu GnrraBbfi-ftfiKi* Ivw utnamgr. 

I hr U-C n'i ntrh h pnahml to Badtnl 
«rrir» rf IIMi In «r4n» paldL iw pU. wlidr 
(jidamlpiuinni*- UmU wah ihr “pamtm dr 
G , iiw ~ luUmrti and a h an d- p a MoHir ifinL 
Brf. IftTimOC. .-taadaldr al Lradtqt wairb- 
•furialio- and jrarB rni maUwldr. Fur an 
■aantnl raiafapir wad ltd af aadnoniilr 
■ ium - imUui lii i » plrw hl qdni ni J.V. 
Bum Lid m UI71.44h.iSS3 or Eu 
ftlTI-UiMOML 

r inil hnunnlUnHiimn. mm 




& 








f?. 







18 


FINANCIAL TIMES MONDAY DECEMBER 21 1998 


C Q MP A N lES & FINA N' C E : UK 

BUY-OUTS VALUE OF DEALS RISES TO £1i.8BN INJ 998j)ESPiTE_DECLINE IN THE PAST THREE MONTHS ' - ^ ^ 

MBO market falls sharply in final quarter 



By Lucy Smy 

The value of management 
buy-outs in the UK will 
climb to a record £lL8hn in 
2998 despite a sharp fall in 
the final quarter, a KPMG 
report released today says. 

The final three months of 
1998 has been the weakest 
period for MB Os since the 
second quarter of 1997. The 
value of MBO’s fell to £1.4bn 
in the final quarter, just over 
half the level of a year ago 


and 70 per cent below the 
£3.4bn in the third quarter. 

In volume terms, there 
were 27 MBOs worth more 
than nom, down from 40 In 
the third quarter. 

KPMG forecasts that the 
market will not recover until 
banks feel more confident 
about lending, "possibly well 
into the second half of 1999". 

The fall in the number of 
MBOs in the final quarter 
had little to do with lower 
interest rates, said Mike Ste- 


vens of KPMG: Corporate 
Finance. 

“In a slowdown, banks 
became cautious of who they 
are lending to. They haven't 
stopped lending because 
they want an extra half per 
cent of Interest They have 
stopped because they don't 
like the flavour of' the com- 
pany," Mr Stevens said. 

The sharp decline in 
buy-outs is an abrupt change 
from the high level of 
activity In the first nine 


months of the year. The 
value of larger MBOs for the 
year as whole rose 45 per 
cent from the £8~2bn 
recorded in 1997. 

KPMG expects a steady 
stream of small and medium- 
sized transactions in the 
next few months without a 
strong pick-up in the first 
half of the year. 

As fears of recession con- 
tinue, hanks will remain 
cautious said Mr Stevens, 
although venture capitalists 


may not have the same redt- 
ence. 

"Venture capital houses 
grew out of the slowdown of 
the early 19S0’s. Indeed, 
many backers quite like 
problems," he said. 

"Most hanks will teS you 
they are still looking for a 
deal and for the right deal 
thing s will pick up. But now 
banks are being more 

choosy.” 

KPMG found that the aver- 
age value of larger MBOs 


had fallen in. the fourth 
quarter to £52m bum £85m 
in the third quarter and 
£98m in the fourth quarter 
last year. This reflected few 
"mega” deals. 

The only MBO of notable 
siae in the period, said Mr 
Stevens, was the £350m sale 
of Madame Tussauds. the 
waxworks and theme park 
subsidiary of Pearson, owner 
of the financial Times, to 
Charterhouse Development 
Capital. 


Eager to re-engineer and eliminate the non-value-added bits 


Andrew Edgecliffe-Johnson tours the US plants of Morgan 
Crucible and sees how the engineer is meeting its challenges 


Iftr Bonis changes Morgan 


W alking around a fac- 
tory, you don't expect 
the workers to start 
talking like management 
consultants. In Morgan 
Crucible’s carbon technology 
plant in Rhode Island, 
though. Art Gardner waves a 
carbon -blackened hand at 
the vats of chemicals behind 
him and says enthusiasti- 
cally that his area has been 
“re-engineered to take out 
the non- value-added steps." 

Other boiler-suited men 
talk proudly of the machines 
for which they are responsi- 
ble being “the heartbeat 1 ' of 
the factory, and welcome the 
recent shift to cellular manu- 
facturing. 

On the walls, instead of 
pin-up calendars there are 
earnest slogans such as: 

** T.rimmiiYiirflHn n is the shar- 
ing of ideas, feelings and 
thoughts in a mood of matu- 
rity." 

Before his appointment 
as chief executive in Janu- 
ary, Ian Norris spent 
10 years as chairman of 
Morgan’s carbon operations, 
which make brushes for elec- 
tric motors, current collec- 
tors, seals and bearings. He 
beams as he tours the plant 
.It is a different picture 
when he visits the thermal 
ceramics plant near the 
Savannah river in Augusta, 
Georgia. 


Whispered conversations 
betray his dismay at the 
apparent disorganisation of 
the factory, where a heap of 
insulating bricks tumbles 
out of the ripped side of one 
corrugated building, and 
ceramic fibre dogs the floor. 

Watching as two men 
band-polish bricks, he asks 
pointedly why the process 
has not been automated. 

He Is careful not to por- 
tray Morgan's ceramics busi- 
nesses as poor relations, but 
is is dear that Mr Norris’s 
task Is to inject the enthusi- 
asm and productivity seen in 
the best of Morgan's carbon 
businesses into other divi- 
sions. 

For now, technical and 
thermal rArannins make oper- 
ating profit margins of below 
13 per cent, compared with 
16-17 per cent margins in 
electrical and engineered 
carbon. 

Mr Norris has told the 
ceramic crucibles business 
that he expects it to improve 
margins to 18 per cent The 
target is one of several finan- 
cial and operational goals 
which he has set out since 
his appointment 

“I'm impatient,” the for- 
mer motorcycle racer 
admits, but his aim of lifting 
organic sales growth from 
nothing to 5 per cent will not 
be easy in the current envi- 


ronment. Although orders 
appear to have been holding 
up, Morgan will not be 
immune to the downturn In 
demand seen by rival manu- 
facturers. 

In the long run, Mr Norris 
is confident that Morgan has 
the defensive characteristics 
to allow it to ride out most 
storms. 

five of its eight main busi- 
nesses have world market 
leading positions, and 40 per 
cent of Its sales are driven 
by the need for replacement 
components, which should 
provide stability even In a 
prolonged downturn. 

Having polled City opinion 
after his appointment, Mr 
Norris has decided to sell the 
chemical products and 
electro-optics businesses in 
tiie specialist materials divi- 
sion. 

The disposals, which could 
fetch £200m, will leave Mor- 
gan's remaining operations 
grouped around the theme of 
"materials technology”. This 
means turning raw materials 
such as clay and carbon into 
technically superior finished 
products ranging from com- 
mutators to piezo-electric 
transducers. 

Mr Norris is aware, how- 
ever, that Morgan cannot 
rely on technological leader- 
ship alone if it is to remain 
independent 
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Driving to the Morganile 
commutator plant In the 
North Carolina Bible belt, he 
says: “My question for them 
is, you have got ahead of the 
competition, but if you stand 
still and say 'aren't I great 7 : 
you're dead. Where is the 
next tranche of co6t-cutting 
coining from?" 

The managers of Morgan- 
ite are responding by mov- 
ing some labour-intensive 
operations to Mexico, design- 
ing products to cut the num- 
ber of components and 
assembly steps, and contem- 
plating acquisitions to fill 
gaps in their market 

Similarly, at the National 
electrical carbon plant in 
South Carolina, slack is 
being taken out of the 
operations. By each produc- 
tion line, charts and print- 


outs show up-time, waste 
and output levels. “We 
expose our warts, says Jim 
Cox, National's president “If 
you don’t use visual aids to 
expose your weaknesses, 
people sweep the problems 
under the carpet" 

The most vivid illustration 
of this is in one corridor 
where the walla are lined 
with pictures of the compa- 
ny’s salesmen. . 

Under the photographs are 
details of the five target 
accounts which, each sales- 
man is aiming to win, so 
their performance is perma- 
nently on display to their 
colleagues. 

The drive to improve sales, 
profit margins, cost control 
and cash flow wifi require 
similar efforts across the 
group. Mr Norris has the 


comfort of a strong balance 
sheet, but, like many engi- 
neering industry chief execu- 
tives, he also faces the pres- 
sure of a weak share price. 
The shares have fallen more 
than 40 per cert since May, 
reducing the group's market 
value to about £65Qm. 

Morgan's commanding 
positions in niche technolo- 
gies have long marked it out 
in same analysts’ eyes as a 
possible acquisition target 

Mr Norris's challenge is to 
persuade investors that a 
company with first-class 
products, management and 
profitability deserves more 
than a third-class rating. 
The gloom surrounding its 
markets suggests the enthu- 
siasm in Morgan’s histories 
may take time to spread to 
shareholders- 


Tay Homes to reject Smiley’s demands 


By Lucy Smy 


Tay Homes, Leeds-based 
housebuilder, will today 
reject demands by Sunley 
Family Limited, a 10 per 
cent stake holder, for a seat 
on the board, and sweeping 
management changes. 

Tay. which today 
announces details of a 
strategic review, has seen 
its share price fall by 20 
per cent over the year, 
prompting Sunley, an 
unlisted property develop- 
ment and housebuilding 
company, to accuse it of 
poor performance. 


Tay. which points out that 
its share price fall has been 
almost in line with the falls 
in the construction sector, 
says that it had already 
made management reforms. 

In August, Norman Stubbs 
moved from chief executive 
to chairman and John Swan- 
son, the former operations 
director, took over as chief 
executive. 

As part of its strategic 
review, the company has 
decided to refocus Its 
operations. 

Tay will gradually move 
out of operations in 
north-west England, which it 


says will cut regional and 
central overheads and 
Improve gearing. 

Tay also plans to improve 
Its cash management by 
adopting new accounting 
methods., 

More fundamentally, Tay 
says that it has recognised 
that the housebuilding sec- 
tor is consolidating and that 
it has a role to play in that 
movement 

Sources dose to the com- 
pany said that on strategy 
issues Sunley and Tay both 
seemed to be singing from 
the same hymn sheet - 
albeit rather discordantly. 


However, on personnel 
issues tiie two may not be so 
close. 

Richard Tice, head of Sun- 
ley, has suggested that most 
of Tar’s board should step 
down, so that he could run 
the company. 

Mr Tice, with his stake of 
slightly more than 10 per 
cent, could call an extraordi- 
nary meeting to force the 
issue. . 

Other leading sharehold- 
ers are Philips & Drew with 
about 18 per cent. Fidelity 
with,. about 10 per emit, and 
Foreign & Colonial with 
about 7 per cent 


Charriol to reverse 
info Virtual Internet 


By David Btackwefl 


Classified 

information. 

There's no such 
thing as the 
paperless office. 




Charriol, the Aim-listed cash 
shell, i$ to reverse into Vir- 
tual -Internet^ which helps 
companies to 'communicate 
and seQ on the internet 

Chaiyiol is .paying £15m 
for Virtual Internet which 
registers company names on 
the internet,. gets as a host 
on company websites, and 
provides e-commerce and 
email services! 

It was founded two. years 
ago by Jason Drummond, 
who will hold almost 70 per 
emit of the shares after the 
deal. 

Mr Drummond said the 
group had built up a list of 
“blue-chip clients", including 
Nestld, Little woods and Lad- 
broke. It has 5,000 customers 
and is host to 9,000 websites. 

The prospectus shows that 
the group lost £32,000 on 
sales of £525,000 in the year 
to October 3L But Mr Drum- 
mond said the cost base was 
fixed and much of the reve- 
nue was recurring. 

Mr Drummond wifi receive 
24m shares in Charriol at 


lOQp each, plus £400,000 tn 
cash and £650,000 in loan 
notes. A further consider- 
ation of £2m in shares or 
loan notes will be paid if 
sales In the first year from 
completion reach £5m. 

At the same time, the 
group, which will change its 
name to Vjrfr m i Tntp mp t ng t . 
will raise £850,000 net 
through a piarrng of L25m 
shares at lOOp each. The 
group is also expected to 
take up its option to acquire 
the 66 per cent that it does 
not own of a! French joint 
venture for a further 
£500,000 In shares in the New 
Year. 

Shares in Charriol wifi not 
resume trading until the 
deal is approved at an. 
extraordinary meeting, on 
January 13. Charriol came to 
the market through a plac- 
ing at 25p on November 10. 
The shares were suspended 
at 117%p on Novonber 27, 
pending yesterday's reverse 
takeover proposal. - 

Mr Drummond joins the 
main board as managing 
director. 
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UK tifc assurers are spoilt. 

Tpraopringiy prosperous con- 
sumers, in a low inflation 
environment, have c o nsigned 
the pensions mis-aeUing scan- 
dal to history and piled into 
long-term savings. The 
growth of new life and pen- 
sions business has been not 
far Short of 20 per cent this 
year. It may well moderate to 
about 5 per cent in 1999, but' 
most companies would kill 
for that So it Is not surpris- 
ing that AMP, of Australia, is 
set to expand its UK business 
by buying - and, refinancing 
- the relatively weak NPI at - 

a full cost of £2.7bn. But even 

in a growth market, does it make sense to pump more 
money Into the weak and in tensif y competition? That Is 
already being stoked by new entrants. And margin pressure 
is building as customers - or their advisers - shop around, a 
made easier by increased transparency. As for such 
growth areas as stakeholder pensions, less wealthy clients 
and capped charges spell tiny margins. 

The story being told by every gung-ho life assurer is that 
aAHng to product fines and distribution channels will pay. 
thaw ing to rationalisation behind the scenes: from IT to fond 
mana gement But they must still attract big volumes to 
thrive. Even if the industry never shoots itself in the foot 
pggfrt everyone cannot be a. winner. Other weak mutuals 
may follow NPI into bigger pockets. The message for such 
medium-sized quoted companies as Britannic which bid for 
NPI, is eat or be eaten. 

UK retail/Waf-Mart 

Now that Wal-Mart has strengthened its presence in Ger- 
many, should UK retailers be quaking at an imminent 
invasion? Wal-Mart stifi has to integrate its two German 
acquisitions, and in-tills closer to them would probably 
make more sense , first, given the economies of scale to be 
had in distribution. 

But the UK, with its lighter regulatory regime, must look 
a pp^aHng - at so me point. Wal-Mart would have to move by 
acquisition, given planning restrictions. Asda would seem a 
good fit it shares the vahie-for-mooey ethos and big-store 
concept - albeit on more modest scale. UK supermarket 
groups may look like tough rivals, and US retailers have 
quit the UK in the past But if Wal-Mart can thrive in a 
saturated German market, it is hardly likely to be spooked 
by UK competition. Be scared. 
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Deutsche Balm begins 
privatisation in 2003 

Deutsche Bahn, Germany’s state-owned raSway, will begin 
Ite privatisation process In 2003 after the completion of 
reforms, the head of its supervisory board said. "Until now 
one had assumed the subsidiaries would be listed,” Heinz 
Cfoerr told t ho Welt am Sorintag newspaper. "I could imag- 
ine that the holding company, DB AG, goes to tfje stock 
exchange.” Next year, Deutsche Bahn beg Ins a massive 
restructuring in a second tranche of reforms, . creating a 
holding company at the helm wrdemeatii which the com- 
pany win be split into live units reflecting different business 
Bnea. 

Duerrsaid that for the privatisation process to be a suc- 
cess Deutsche Bahn must raise sates strongly and reduce 
costs. He also cautioned against allowing political pressure 
to affect the running of the company. He said he had 
joined Deutsche Bahn to create a profit-making business 
out of the nationalised industry and to support the rafl 
reforms begun In 1994 when Deutsche Bahn became a 
limited liability company. "If the [current] owners were to 
suddenly take a completely different direction and the 
political influence were to strengthen again, using [Deut- 
sche] Bahn as a political lever, then I could not support 
that,” Mr Ouerr said. Reuters, Frankfurt 

DISTRIBUTORS j 

DC Cook warns on profits 

DC Cook, the motor dealer, Warned on Friday that “terri- 
ble” market conditions meant that second half profits were 
Hflafy to be below last year's levels. The company Issued 
the warning as It announced profits fell by 45 per cent to 
Elm In the six months to October 31. It said car sates had 
weakened significantly since September and showed no 
signs of recovery. Cook said its new showrooms were 
struggling to establish themselves in difficult conditions. 
The shares fell by ’4%p to 24%p. 'Although turnover rose 
by 54 per cent to £163.8 m, Cook said this was due to 
contributions from 15 new franchises. ■ 

Jonathan Ford 


16 December 1998 

Volkswagen International Finance N.V. 

US$250,000,000 3% Guaranteed 
Exchangeable Notes 2002 

Guaranteed by Volkswagen Aktiengesellschaft 

Volkswagen International Finance N.V. <“VIF*) has today given notice to the 
holders (the ’Noteholders') of the VIF 1153250,000,000 3% Guaranteed 
Exchangeable Notes 2002 (the ’Notes’) Guaranteed by Volkswagen 
Aktiengesellschaft (’VW*) that on 24 January 1999 the Notes will be 
redeemed early in accordance with Condition 10(2) of the Notes. 

Accordingly, for settlement on 25 January 1999, each Note will be redeemed 
by VIF at 102 per cent, of their pnndpal amount 

In accordance with Condition 8 of the Notes. Noteholders who wish to 
exchange their Notes for the ordinary bearer shares in VW, rather than have 
those Notes redeemed in accordance with Condition 10(2), may do so before 
dose of business on Friday 8 January 1999. 

Holder of Note which are redeemed by VIF will also receive a final full Interest 
payment in respect of the previous six month interest period. However, 
Noteholders who present a valid notice of conversion and exchange will not 
be eligible to receive interest in respect of the period from and induding 
24 July 1998. 

Further information on the procedure for conversion may be obtained from 
the Paying Transfer and Exchange Agent, Midland Bank pic, HSBC Issuer 
Services. Mariner House, Pepys Street, London EC3N 40 A. 
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USD 500,000,000 

BANCA DI ROMA 


Receipts dnCj 
ISIN XS0066484790 

Interest Rate 5 , 28859 % 
Interest feriod 

December ia 1996 
March 13, 1399 
Interest Amount due "n 
Manh IB; 1999 per • 

USD 1.000 USD lizil 
USD 10.000 USD 132.21 
USD 100.000 USD 1.322.15 

O Banqpe G&n£rale 
du Luxembourg 

Agent Bank 


SGA SOOEXE GE3VERAUE 

ACCEPTANCE N.V. 

FRF 38® 0*0 M0 REVERSE 

FLOATING RATE NOTES 

DUE DECEMBER 1999 
ISIN COM! : SS0M0631805 

For the period December 17, 1998 

to March 17. 1999 the new rate 

b» been fixed at 164 1408 * PJL. 

Next payment dale : 

March 17. 1999 
Coupon nr : 24 . 
Amount : 

FRF 4-1113-52 Tor the 
denomination of FRF I DO OOO 
FRF 41 035 SO far ibe 
deocaniitation of FRF 1 OQQ 000 
TEBBPRM^mLrAVMG AGCNT 
SOCB3X GENERAL* 

BANK A TRUST RA- 
H-D,nii HM Er afla Bavter 

L-iCS LUXEMBOURG 


COMPARTMENT 

UBS -4 

of MBS SLA. 

Openbare V.B.S near Befgisch Recht 
37, avenue Franklin Roosevelt, 1060 Brussels ■ 

Brussels Trade Register 61 8.247 ■ 

NOTICE TO THE NOTEHOLDERS OF MBS-4, a compartment of MBS SA, a Belgian public 
company for Investment in debt receivables. 

Pursuant to Condition 4 0 of the Terms and Conditions. BACOB Bank has decided - by virtue of 
the power conferred on ft by the Board of Directors of MBS SA on 5 November 1998, to 
redenominate in euros an outstanding amounts of Class A-i. Notes (ISIN Code BE0002328970), 
Class A-2 Notes (ISIN-code BE0002329010). Class A-S Notes (ISIN Code BE000233002B) and 
Class B Note (ISIN Code BE0002331Q32), of the MBS-4 Compartment, at the official convenskxi 
rate (BEF - EUR) as. determined by the Council of the European Union by virtue of article 109 L 
§4 of the Treaty on European Union and published on 31 December. It has also been decided to 
reconvention the Terms and Conditions of the Notes so as to bring them into line with market 
conventions as amended .by the introduction of the euro such as inter alia the determination of the 
Rate erf Interest m respect of each class of Notes for any interest Period based on the F n ribor 
(Telerate page 248) and the actual number of days elapsed in the relevant Period divided by a 
360 day year. Purauant to Condition 4<I), aH the amendments are deemed to be appfied. 

The amended Terms and Conditions will - save for unexpected circumstances - be applied (or the 
first time ni respect of the Interest Period begnnlng on 25 January 1999. 

The etdstlng Permanent Global Notes for Class Ari. Class A-2. CtassA-3 and Class B Notes will 
be replaced by new Permanent Global Notes for each relevant Class of Notes denominated in 
euros and recorrvsrrtfoned as aforesaid. 

A copy of the amended Terms and Conditions of the Notes is from 25 January 1999 on available 
on request at the office at the Paying Agent. BACOB Bank S.C., 25 rue de Trtvea. 1040 Brussel! 
and win be annexed as an Amendment to the Prospectus. The fufl text of the Terms and 
Conditions ts also available on the T.B.E webste, http7fwww.tbe.be. 
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jj™jADEALS [COUL D, put PRIVATE EQUITY FUND IN LEADING POSIT I ON IN THE. COUNTRY'S FOOD AMD SUPE RMARKET SECTORS 

Exxel seeks to tie up two' acquisitions 


By Kan Warn in Boenos Aires 
and John Barham ta $ao patdo 

■mi ■mmi ■■■ii ,iu. MI Ht B _ a aa 

tore! Group, the Argentina 
■“*“ private equity fund, is 
pushing to tie up two deals 
which would give It control 
of the country's biggest 
roods producer and lead to 
the creation of Argentina's 
biggest supermarket «h»i n 
Exxel .is seeking to buy 
about 55 per cent of Molinas 
Rio de la Plata from Brazil- 
based grains multinational 
Bunge International in a 
deal that could value Moli- 
nos at about $90Qm, accord- 
ing to sources dose to the 


negotiations. Molinos, with 
sales last year of Jl^gbn, is 
the local market leader in a 
range of branded food prod- 
ucts from cooking oil to 
P® 8 ** and processed meat 

In a separate deal in part- 
nership with French retailer 
Promodes. Exxel is negotia- 
ting to buy the Tia super- 
market chain from its pri- 
vate owners in a deal valued 
at $650m. 

Tia is Argentina’s fifth 
biggest supermarket opera- 
tion, with, sales this year 
set to reach 9645m, accord- 
ing to estimates from local 
investment bank the Rnwwy 


Aires Trust Company. 


the country’s growing per- 


vw • // 

T.: 


Credit Suisse 
re-assesses its 
Japan strategy 


By GSfian Tett In Tokyo 

Credit Suisse Private 
Banking is considering form- 
ing an alliance with a Japa- 
nese group or making an 
acquisition to bolster its 
business in Japan. 

However, the Swiss bank 
has not finalised its plans 
and is also considering 
expanding in Japan's private 
banking market through 
organic growth instead. 

Oswald Grflbel, chief exec- 
utive officer of global private 
private b anking , said: “The 
following options are cur-' 
rently being studied [for our 
business in Japan]: an acqui- 
sition or alliance or organic, 
growth, whilst m aintaining 
onshore business.” 

The bank has recently car- 
ried out a review of its pri- 
vate global banking 
operations. This has led to 
the closure of the onshore 
New York office and Austra- 
lian office and sparked 
doubts about the future of 
its Japanese business. 

Credit Suisse was the first 
private bank to start an 
onshore business in Japan in 
1991. However, the Japanese 
operations have a 'high coat- 
base and have not been prof- 
itable. In the autumn Daftfe!^ 


Bischof - then head of. 
Credit Suisse Private Bank- 
ing’s operations in Japan - 
warned that the b ank was 
“seriously considering” with- 
drawing from the country. 

However, several officials 
in Credit Suisse's Asian 
operations, including Mr Bis- 
chof, have since left the 
bank. . 

Mr Grflbel now insists t hat 
Credit Suisse Private Bank- 
ing remains determined to 
maintain its operations in 
Japan. “Credit Suisse Pri- 
vate B anking is not p lanning 
to pull out of Japan. It 
retains a strong onmmTtmpnt 
to the country and is aiming 
to increase profitability sub- 
stantially in this significant 
market.” he said. • 

The review by Mr GrQbel 
of the private banking 
operations comes at a sensi- 
tive time since several of 
Credit Suisse’s competitors 
are scrambling to develop 
footholds in Japan. 

In particular, scone banks 
hope that the country’s 
planned Big Bang deregu- 
lation will boost ffie private 
hanking market,' which has 
hitherto been non-existent 
compared with other coun- 
tries such as the US or 
Europe. ' ' *'• 

i!*V. . - r 


Combining Ha with Kwi sonal wealth and below aver 
and Promodes’ existing age supermarket penetra- 


Norta supermarket chain 
would create an operation 


tion," sa id Mike Churchill, 
retail analyst at’ the Buenos 


with an nnai aai pc of almost Aires Trust Company. 


92bn, narrowly ahead of 
France’s Carrefbur and the 

Disco supermarket rhaiw , 
which is controlled by Royal 
Ahold of the Netherlands. -■ 
Promodes bought a 49 per 
cent stake in Norte from 
Exxel in September for 
9420m.; leaving Exxel with 

“Argentina has become a 


- Hie sale of Molinos. could 
be concluded early In the 

new year,, according to local 
analysts.* 

Bunge entered the pre- 
pared foods market aggres- 
sively in the early 1990s after 
management consultants 
arged-it to diversify away 
grains trading. 

After years of. disappoint- 


target' market for the grants mg' results; the group earlier 
of global retailing, drawn by this year announced a com- 


plete reversal of the policy 
and a renewed focus an agri- 
business. 

Its smaller Venezuelan 
and Australian food 
operations bave already 
been sold. Santista AHmen- 
tos, its Brazilian food oper- 
ation with sales last year of 
9?hn is nign on the block. 

However, finding a buyer 
for the Brazilian arm bas 
taken longer than expected 
because of its complex struc- 
ture. Shareholders are due to 
meet on Tuesday to discuss 
a possible reorganisation. 

. The Molinas sale drew the 
interest of a host of food 


multinationals, including 
ConAgra of the US and Sadia 
of Brazil, along with other 
groups such as Hicks Muse 
Tate & Furst, the Texas- 
based private equity opera- 
tion. Most are believed to 
have dropped out of the bid- 
ding, leaving Exxel haggling 
over price. 

Exxel operates a series of 
private equity funds, whose 
shareholders indude big US 
institutional investors. Total 
annual sales of Exxel-con- 
trolled companies exceed 
93 bn, making it Argentina’s 
fourth biggest economic 
group. 


INTERVIEW NEW GEO OUTLINES PRODUCTIVITY PLANS 


Saab eyes common platform 


By Tim Stat in Stocfctw te i 

Saab Automobile, the 
Swedish car manufacturer, 
is considering switching pn> 
duction of all its models to a 
common car platform in a 
bid to cut costs and improve 
productivity. 

The company, half owned 
arid managed by General 
Motors of file US, currently 
produces models based 
around two platforms, the 
M and M. 

However, plans drawn up 
by Peter Augustsson. Saab’s 
new chief operating officer, 
envisage a common platform 
relying partially on GM com- 
ponents for the next genera- 
tion of Saab cars. ’ 

The proposal involves a 
shift to modular production 
: techniques at Saab, which 
has run up accumulated 
losses of about SKri2bn 
($i.5bn) over the past 10 
years. 

Tbis Is in spite of repeated 
rash injections and produc- 
tivity improvement schemes 
from GM and Investor, the 
Wallenberg investment 
Vehicle, which each hold 50 
per cent of the company. • 

The shift to a common 
platform is likely to coincide 
with the phasing out of 
Saab’s 93 model, due to he 
replaced in 2001. The com- 
pany iS7underatood to be 
examining options , such as ’ 
common body parts, chassis 



Peter Auqumhoic foresees ‘very inteiesting profit lueipkis’ 


and engine plat fo rms for its 
entire range. - 
“There are substantial pro- 
ductivity gains to be 
achieved by moving to sin- 
gle-platform production, 
both in terms of fewer 
people and lower-cost prod- 
uct development,” said Mr 
Augustsson. who joined 
Saab last month following 
his removal earlier this year 
as chief executive of SEF. 
the rolling bearings group. 

Mr Augustsson was 
appointed after Robert Hen- 
dry, Saab chief executive, 
was invited by GM to run 
Adam Opel, the company's 
troubled German subsidiary. 

hr his first interview since 
j oining saafy Mr Au gustsson 
said *a common platform 


strategy could help Saab 
reach its production target 
of 150,000 cars a year in the 
millennium, comfortably 
surpassing its break-even 
level of 125.000 cars. 

“We could achieve very 
interesting profit margins, 
and that could also involve 
sharing technology and sour- 
cing more components from 
outside,” he added. 

It is understood Saab has 
set a margin target of about 
6 per cent, compared with an 
industry average of 3 to 4 
per cent in its sector.. 

The former SEF chief 
admitted, however, that 
Saab would report a full-year 
loss for 1998, although it has 
moved , into profit in the 
fourth quarter. Those losses 


are expected to reach about 
SKribn. Nevertheless, 
increased sales and further 
productivity improvements 
are expected to lead to a 
small but symbolic profit in 
1999 - the first full-year gain 
since the early 1990s. 

That would coincide with 
a call option by GM on 
Investor’s remaining 50 per 
cent stake in Saab. 

If GM decides not to 
acquire outright control. 
Investor has a put option on 
half its holding - or 25 per 
cent of the company - in the 
first half of 2000. 

Mr Augustsson said he 
had sought reassurances 
from GM of its continued 
support for Saab before join- 
ing t he company. He empha- 
sised that the OS group’s 
interest remained crucial to 
Saab’s survival as a premi- 
um-brand manufacturer. 

“Any other industrial 
owner would be a tragedy 
for Saab,” he added. 

He is the first Swede to 
run Saah since GM acquired 
its stake from Investor in 
1989. 

Outlining his strategy. Mr 
Augustsson said improved 
productivity and sales would 
be the hallmarks of his man- 
agement. “There will be 
more investment in sales, 
and we recognise productiv- 
ity must get better if we are 
to reduce costs and improve 
capacity." . 


General Electric to cut spending on buy-backs 


lift aftv- 




By fbchard Waters in Haw York “ 

General Electric, the - US. 
manufacturing and services 
group, is to reduce the 
amount of cash it uses to 
buy back its own shares in 
order to boost its acquisi- 
tions, particularly in Asia. . 

The. decision represents a 
shift iii financial strategy at 
a time when GE’s share 
' price has just hit a record 
high. The stock ended last 


“Week at 996%, a 40 per cent 
increase from its low point 
' 6ver the past year. ’ ■ 

Like many other U5f multi-' 
nationals, GE hasused share 
buy-backs aggressively since 
the early 1990s as a way of 
boosting its earnings per 
share. '• 

1 Corporate America has 
seen this as a direct way of 
using the extra cash gener- 
ated during the long eco- 
nomic expansion to support 


the growth in earnings. 

Hie strategy has threat- 
ened to become less effective 
as the stock market has con- 
tinued to. rise, however, 
since the impact of such pro- 
grammes has been reduced. 
At the current share price, 
$4bn would buy only about 
L3 per cent of (SB’s stock, 
compared with the L9 per 
cent it would have bought a 
year ago. 

GE said on Friday that it 


expected to [cut spending on 
its own shares to about J2bn 
a year- over the next two 
years, half the level it had 
spent tills ydar. 

The extra cash wduld give 
it greater financial flexibility 
to expand by buying other 
companies. ■ 

At the same time, GE 
raised its' dividend by 5 cents 
to 35 dents. That 17 per cent 
Increase reflected GE’s confi- 
dence that 1999 would be 


another record year for earn- 
ings, said Jack Welch , chair- 
man. 

Mr Welch added that the 
company saw “many oppor- 
tunities, particularly in Asia, 
to support continued growth 
wen into the next century". 

, GE’s efforts to expand its 
presence in Asia mirrors 
its growth in Europe in the 
early 1990s, When it took 
advantage of an economic 
slowdown in the region 


to make acquisitions. 

The company has contin- 
ued to use acquisitions to 
fuel its expansion, most of 
them small. Last year, the 
company made 93 purchases 
worth more than Jl8bn, 
including its first acquisi- 
tions in Japan through GE 
Capital 

GE has spent $l3bn on 
buying its own shares since 
first embarking on such buy- 
backs in 1994. . 


NEWS DIGEST : 


CHINA 


S&P places four big 
banks on credit watch 

Four of China's big banks were put on credit watch on 
Friday by the rating agency Standard & Poor's, reflecting 
worries about the slowing Chinese economy. 

The review will cover the Bank of China, Bank of Com- 
munications, China Construction Bank and the industrial & 
Commercial Bank of China. It will also look at the China 
International Trust & Investment Corporation, the largest of 
China's investment and trust companies, which have been 
facing a squeeze in credit since the collapse of the 
'Guangdong Internationa] Trust & Investment Corporation in 
October. Vicki Bakhshi 

AIRLINES 

SAS scales back 

Scandinavian Airlines System, the three-nation Nordic car- 
rier, is scaling back its planned capacity increase next year 
following slowing demand in south-east Asia and Russia. 

The airline - 50 per cent owned by the governments of 
Sweden, Norway and Denmark - said it would withdraw 
from four loss-making routes and reduce the proposed 
increase in capacity from 9 per cent to 6 per cent next 
year. From next March, the carrier will stop flying to Hong 
Kong, Rotterdam, Venice and Archangel in Russia. 

“Uncertainty with regard to Pie economic climate in Asia 
and a faltering market in Russia were significant factors 
underlying this decision.” the airline said. 

Tim Burt, Stockholm 


Arco trims spending budget 

Atlantic Richfield (Arco), the US ori group, is to cut its 1999 
spending budget by 25 per cent to S2.7bn because of 
weak crude oil prices. Los Angeles-based Arco, which 
announced cost cuts of $500m in October, said $350m of 
cuts were scheduled for 1999. It planned to sell unspecif- 
ied properties outside its core oil and natural gas business 
to achieve those savings. • 

Arco, rumoured as a takeover target and facing the low- 
est oil prices in 12 years, said it would earmark $2.3bn for 
its most promising oil and gas prospects in Alaska, the 
North Sea and Venezuela. "We intend to pursue those 
[projects] that are key to our focus areas, and even in 
those areas, defer some projects that require a more posi- 
tive market outlook.” said Mike Bowlin, chairman. Cost 
cuts will occur throughout the company, including reduc- 
tions in the operating budget for exploration and produc- 
tion, exploratory spending, refining and marketing costs, 
and spending at headquarters. Reuters, Los Angeles 


HOUSEHOLD APPLIANCES 

Slowdown hits Moulinex 

Moulinex, the French household appliances group, has 
fallen into the red following what It termed the “very bru- 
tal" halt of sales in Russia and a general slowdown in 
emerging countries. 

Figures for the six months to September 30, released 
last week, showed a net attributable loss of FFr69m 
($12.4m), against a FFr21m profit a year earlier. Operating 
profit was cut from FFr73m to FFr12m. Turnover dipped 
marginally from FFr3.46bn to FFr3.41 bn. 

The results came less than two months after the com- 
pany announced plans to dose its factory at Limerick in 
Ireland with the loss of more than 500 jobs. David Owen 


CORRECTION 


Thailand 


A December 17 story on the Thai auction of seized assets 
gave an incorrect figure for the average discount at which 
the assets ware sold. The average discount was 63 per 
cent, not 73 per cent as written. The Financial Times 
regrets the error. 
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CONTRACTS & TENDERS 
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Invitation to submit a tender for 
scheduled bus services in the City centre 
of Stockholm. Sweden 


The assignment 

AB Storstockhotms Lokaltrafik, referred to below asABSL, b now .mtotinc | a 
curement process of scheduled bus secvires 

In the city centre of Stockholm. AB SL invites those companies thrfareWerested 
in providing these services to register their interest in taking part lntoe tendering 
The bus services operated in central Stockholm are extensnre and are operated 
under complicated conditions with considerable fluctoations In patronage.accee- 
sibllity doSety day approx. 270000 trips are made on the City bus services. 
Vd^toh requfcOTehts are to be met regarding reBabiiiJr jjnd gffw if rare. 

’ Atrunk nXorkfor bus services te being Introduced In the dirtlt* starting in 

1998 Customers are offered a high standard of transport on modem ; ^ 

en^rormwnteMriendfy low-floor buses with an advanced o^merffitormaton 
system. The trunk network wfflf be extended during thfe contract penod. 

^W^^^ writing^ Swedish shall reach ABSL no later than 
•^Each Tender Documents costs SEK 500 (non-refundaNe); / 

■fenderere rfiailregfetertiiefr interest in submitting a tender for the bis sennces 

specified above in writingno later than 21 January to: 

■ ■ ' ' “IntrosseanmUan bussliaffl^ AB Storstockhotms Ldcattrafflc, 

■ I L^S^d,12d80StocW^. _ 
m m Tfel; +48 8 686 1452. Fax: *468 686 1424. 


Sent toEGTT on i 6 December 1998. 



ANGLO AMERICAN CORPORATION 
OF SOUTH AFRICA LIMITED 

(I maia tMKHn thcKepnMc of Scab Africa) 

Rcpnin No. 01/OS309/06 

NOTICE TO HOLDERS OF ORDINARY SHARE WARRANTS 
■ TO BEARER - PAYMENT OF COUPON NO. 132 

1. Cocpcn Noe 132 

A Dale of paymatc On or efter 8 imamy 1999 
3. Amornc 273 cob per stare (Saab African comney) 

A UK income lu (where applicable): 20* or S3 cenn per store 
'5.UKcanexcyeqnjvalaas(£ii 14 December 1998): 


The Successful Co-operation of 
New Markets in Europe 



Gross: 

27.293 12p pec abate 


UK Taa: 

5 A5S62p per sbtre 

6-Pay?biciE 

Nec 

21X3450)? per *ne 

(MB da Nani 

ib«ir i gabtn 

GteMedeBanqae 

frS Boulevard 

■venae Mamin 24 

Mtwagnr do Pare 3 _ 

niaiiaai 

B-1000 Brands 

B-1000 Brands 

73009 Ms 



UBS AO 

UBS AG 

Bnqde faternskBialc 

WS Conpom . 

OS62 

ILnndbOBrtSA 

BaUmGBX«Be4S 

B*nboffemse45 


atMMZcpeb 

CB4098 Zorich 

- 69 rtcE iTRaJi ; 



L-2933 T jjjltiiiI <hu g-Viilc 


BmpeGfataiedD 

LauaboagSA 
50 Avame SB Kenedy 
L-2951 T .WTinljpm 


Oupum itigc Service* WX: 
7ft Floor, Jn^wHaae 
Tricon Com 
14 finstery Squre 
London EC2A1BR 


i) Cooponc paid by coy of fteannKnalpayiagaina under 6 above wfflbe 
{■yafale b Sondt Afticm currency id an ubodsod. dealer m octave in 
(he BqabUc of Sonft Afmoonfttfnd bjr fte tttitiiKflttl plying ■*«. 
tanedonc tfiipoal of the peymenf proceeds can he ghien only 

lo nAandnnd dealer by fte pvfcvqai concerned 

©CoopooSpaJt^CanTraMhare Services PLC wffl, anksspnynnH in 
Sonft Afdon amny i* restored, be in fte Mding eqnvilai dm in 
S above in respea of coupons lodged npto3I Decem b e r 1998 and 

»lw,Be» Mltl>iim<ifwf<»ipiiiillr/l«yitr[il vwi falwi iwniwil 

R* and an bataff of 

ANGLO AMERICAN CORTORAUQN OF SOUIH AFRICA LOOTED 

fQlfQira 


EUROJNM 

EURO.NM Belgium, Brussels 

Le Nouveau Marche, Paris 

Neuer Markt, Frankfurt 

NMAX, Amsterdam 


Key Figures (end 11/98) 

All-Share Index +121.0% (since 1/1/98) 
Number of Companies Listed 165 (as of 11/12/98) 
Market Capitalisation ECU 28.4 billion 
Total Capital Raised (at IPO) ECU 4.1 billion 
Average Daily Trading Volume ECU 88.8 million 
Market members 620 


LovdoB Qffki- 
30HyTlacc ’■ 
London ECW6QP 


Web site: www.euronm.com 


E-mail: lnf6@euronm.com 


i8 December 199* 
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COMPANIES & FINANCE 
CAPITAL MARKETS FIRST OFFER OF ITS KIND IN THAILAND AIMS TO RAISE Bt40bn 


Thai Farmers Bank in debt issue 


By Ted Bardacke in Bangkok 


Thai Farmers Bank, the 
country's third largest com- 
mercial bank, plans to raise 
Bt40bn (Si.lbn) in new capi- 
tal through an issue of sub- 
ordinated debt bundled with 
preferred shares. 

The Issue, the first of its 
kind in Thailand, will allow 
the bank to acquire much 
needed Tier 1 capital with- 
out diluting the ownership 
levels of existing sharehold- 


ers. A number of banks have 
issued subordinated debt - 
but if this Is not combined 
with preferred shares, the 
new capital is considered by 
the Thai central bank to be 
less useful Tier 2 capital 
The success of the issue Is 
being watched closely by 
other Thai banks, which are 
seeking innovative ways of 
raising enough capital to 
avoid having to turn to the 
government for financial 
help. 


Bangkok Bank this year 
followed Thai Fanners in 
raising capital overseas. 

The Thai Fanners debt 
issue will be split into two 
tranches. The first Bt2Qbn 
tranche frill be of both sub- 
ordinated debt and preferred 
shares. These will pay a 
maximum of 23 per cent 
annuall y, depending on the 
bank’s dividend payouts, 
will have no maturity date 
and will not be redeemable 
for the first five years. 


The second Bt20bn tranche 
will be exclusively subordi- 
nated debt and win count as 
Tier 2 capital. This will pay 
22 per Cent annually and will 
have a seven-year maturity. 

The bank said the debt 
issue would boost its Tier 1 
capital adequacy ratio from 
8.15 per cent to 1L43 per cent 
and Tier 2 capital from L?4 
per cent to 5.03 per cent. 

Thai Farmers Bank also 
said its problem loans at 
year end would total 37 per 


cent of total loans and 
should peak at 39.7 per emit 
in the middle of next year. 

The bank said that by the 
and of the year it would 
have set aside Bt64.78bn of 
provisions, covering 30.3 per 
cent of problem loans, above 
the central bank’s require- 
ment of 20 per cent. 

That percentage will grad- 
ually Increase to 100 per cent 
by the end of 2000 under 
tougher provisioning stan- 
dards introduced recently. 


EMERGING MARKETS REFORM IS IN THE AIR AS BOURSE MEMBERS TRY TO SINK THEIR TERRITORIAL DIFFERENCES 


Philippine SE shakes off its torpor 


By Tony TasseB in Manila 


Resistance to change can 
run deep at the Philippine 
Stock Exchange, an Institu- 
tion often seen as a laggard 
among the region’s more 
developed bourses. 

Nearly five years after the 
Makati and Manila stock 
exchanges merged to form 
the PSE, members of the 
bourse have only just agreed 
to put aside territorial rival- 
ries to set up a combined 
trading floor. 

The decision may be a sign 
of further change to come. 


Given its record, 
PSE’s plans will 
meet some 
scepticism, and 
investor concerns 
remain about 
Philippine 
corporate 
regulation, 
particularly in 
areas such as 
disclosure of 
information 


however. In 1999. PSE offi- 
cials aim to push through an 
ambitious agenda of reform 
and expansion. 

The plans include the 
introduction of electronic 
trading for government debt, 
the borrowing and lending of 
securities, trading in mort- 
gage-backed securities and a 
new board focusing on small 
to medium-size enterprises 
(SME). 

Already the PSE has 
started the ball rolling, 
launching late last month a 
clearing corporation to carry 
delivery versus payment set- 
tlements of share transac- 
tions. 

“By the end of 1999. we 
want to be one of the most 
transparent and efficient 


exchanges in the region.” 
says Jose Luis Yulo. presi- 
dent of the PSE. 

Given its record, PSE’s 
plans will meet some scepti- 
cism, and investor concerns 
remain about Philippine cor- 
porate regulation, particu- 
larly in areas such as disclo- 
sure of information. If they 
go ahead as planned, how- 
ever. the impact will be 
far-reaching. 

It has been a long time 
coming but we are now 
starting to see some 
changes," said one leading 
foreign broker. 

The SME board has long 
been promoted by local bro- 
kers as a means of helping to 
spread the equity culture in 
the Philippine corporate sec- 
tor, expand the country’s rel- 
atively small industrial base 
and finance entrepreneurs. 

Mr Yulo, a non-broker 
from a business background 
brought in to provide more 
independence at the helm of 
the PSE, says the exchange 
would eventually like to set 
up a three-board structure 
for stock listings. 

The main board would list 
the blue-chips with market 
capitalisation above 400m 
pesos (SlQm). A second board 
would list companies with a 
market capitalisation of 
100m to 399m pesos and new 
large company start-ups 
such as infrastructure pro- 
jects or winners of a govern- 
ment franchise In an 
industry. 

The third board would be 
for SMEs with a market capi- 
talisation of 20m to 99m 
pesos. 

“The idea is that compa- 
nies would be able to gradu- 
ate up the chain of the 
boards," said Mr Yulo. List- 
ing requirements would vary 
for the different boards, with 
the main board requiring a 
three-year record of profits 
before listing and SME only 
a two-year history of positive 
cash flows. 

Mr Yulo said the PSE and 
the Department of Trade and 
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Industry were currently con- 
ducting a search for poten- 
tial candidates for the SME 
board. By January 1999. the 
PSE hopes to identify 320 
companies from 17 regions 
around the Philippines. Of 
these, 50 will be selected for 
the initial trial ran of the 
board sometime later in the 
year. 

More immediate on the 
agenda is the Introduction of 
borrowing and lending of 
securities - a move aimed at 
increasing liquidity in the 
market 

Mr Yulo said that after 
gaining exemptions on trans- 
action taxes for such deals in 
the last few weeks, the lend- 
ing and borrowing of securi- 


ties could be Introduced 
early in the New Year. 

He said the electronic trad- 
ing of government and mort- 
gage-backed securities - 
potentially the most signifi- 
cant planned measure in 
1999 - could start around the 
mMiflg of the year, although 
the PSE still had some way 
to go in “ironing oat” obsta- 
cles to the plan. 

Such trading would pro- 
vide the transparency to 
boost liqaldity in the 
nascent secondary debt mar- 
ket in the Philippines. 

In other planned reforms, 
Mr Yulo said the PSE 
intended to codify its exist- 
ing regulations into a unified 
form and introduce a code of 


ethics for its board directors. 

The PSE still faces the 
challenge of defying the 
sceptics about the extent of 
its changes. Analysts say 
progress is often hindered by 
territorial disputes between 
the Makati and Manila 
exchanges of the bourse, and 
the conservative attitude of 
many smaller retail brokers. 

“There is still a lot of 
resistance to change from 
the Mom and Pop-style bro- 
kerages. They often don’t 
have much contact with for- 
eign clients and generally 
take the view that if it is 
broken, don't fix it," said one 
foreign broker 

John Man g im , director of 
portfolio manag ement at IB 
Gimenez Securities, says the 
most pressing reform issue 
facing the market remains 
the lack of adequate regula- 
tion for the securities indus- 
try and the corpor a te sector. 
He adds that the PSE often 
seems like an association of 
Philippine brokers rather 
thaw an independent bourse 
as seen elsewhere in the 
region. 

A further sign of future 
resistance to change is the 
target date for setting up the 
new combined trading floor 
for the bourse - 2004. Not 
exactly a rush, even taking 
into account the time to 
build the new exchange. 


| CROSS BORDER M&A DEALS f 

BIDDER/INVESTOR 

TARGET 

SECTOR 

VALUE 

COMMENT 

AMP (Australia) 

NPI (UK) ■„ ' 

Insurance 

_$3.3bh 

Poked to wifi 

National Grid (UK) 

NEES (US) 

Power 

$3-2bn 

Agreed cash bid 

Omnitel (Italy) 
Mannesman/! (Germany) 

Cellular Communlca&ons 
International (US) 

Telecoms 

Sl.4bn 

Strengthening 
Omnftef grip 

Bnap (UK) 

Petersen (US) 

Publishing 

$ 1 . 51 X 7 

US breakthrough 

Placer Dome (Canada) 

GetcheU (US) 

Mining 

$1.1 bn 

Big bet 

Rexam (UK) 

PLM (Sweden) 

Packaging 

S631m 

Target concurs 

TPG (NTands) 

Jet Services (France) 

Logistics 

$36lm 

Consolidation 

MCnVoridCom (US) 

OzBnaB (Australia) 

Telecoms antes 

5323m 

Friendly Wd 

Soddtd Generate (Fr) 

RDB (Romania) 

Banking 

S200m 

Privatisation deal 

Misys (UK) 

CATS Software (US) 

Cmptr snacs 

560m 

Return to core 


Ratings 
cut for 


Singapore 

banks 


By VWd Bakhshi 


Moody’s has downgraded the 
financial strength ratings of 
the four main Singapore 
banks, citing asset quality 
problems arising from the 
Aslan crisis. 

In the results of a ratings 
review of the banks, pub- 
lished last Friday, Moody's 
gafri that the slowdown in 
domestic, regional and 
global demand meant that 
“problem loans will likely 
gryrtrmjia tp over the medium 
term". 

However, Moody’s added, 
strict regulation and high 
capital ratios meant that 
“Singapore’s banking system 
continues to be the healthi- 
est in Aria". 

The largest downgrade 
was for the Development 
Bank of Singapore, whose 
financial strength rating was 
lowered from B+ to C+. 

Moody’s said that DBS's 
aggressive push to expand 
its regional banking pres- 
ence had increased its risk 
profile, although it was 
likely to improve the bank’s 
long-term, prospects. 

The security afforded by 
DBS’s majority government 
ownership was reflected In 
an unchanged long-term for- 
eign currency deposit rating 
of Aa2. 

Commenting on DBS’s 
announcement of plans to 
acquire a controlling stake 
in Hong Kong’s Kwong On 
Bank last Wednesday, 
Moody’s said that the deal 
“should improve average 
asset quality and earnings, 
bat will reduce DBS's capital 
ratios in the absence of a 
new capital issue”. 

It added that DBS’s acqui- 
sition of a majority stake in 
Thai Banu Bank this year 
had given ft the highest pro- 
portion of classified loans 
among Singapore's biggest 
banks. DBS shares shrugged 
off the downgrade, with the 
hank’ s foreign tranche dos- 
ing on Friday up SO cents at 
S214.Q0. 

The Overs eas-Chinese 
Banking Corporation had 
the largest regional exposure 
of all Singapore's banks, at 
20 per cent of total loans, 
more than three-quarters of 
which were in Malaysia. 
This prompted Moody’s to 
downgrade the bank's finan- 
cial strength rating from B+ 
to B, and its long-term for- 
eign currency deposit rating 
from Aa2 to Aa3. 

Moody’s said, however, 
that the hank’s high levels of 
capital and conservative 
credit risk management 
meant it remained at the 
high end of the ratings scale. 


JAPAN PLEA FOR Y394bn FORGIV ENESS 


Builder asks 
for debt help 
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By Deborah Haynes and 
Giffian Tett in Tokyo 


Haseko, a troubled building 
company. yesterday 
appealed to its main banks 
to forgive Y394hn ($3.4bn) 
worth of debts in a last-ditch 
attempt to rescue the 
business. 

The appeal accompanied a 
restructuring plan under 
which the company hopes to 
cut Its interest-bearing debts 
to Y517bn by March 2002, 
from its current Yl,l20bu 
level- Haseko's market capi- 
talisation Is Y28.6bn at Fri- 
day’s closing share price of 
Y62. 

The move highlights the 
s ca l e of the debt problems 
dogging the construction 
sector. However, it also sug- 
gests that Japan's banking 
reforms may be moving into 
a new phase. 

There are growing signs 
that banks are starting to 
make tough decisions about 
their troubled borrowers, 
after letting the problem rot 
for years. 

Aoki, a medium-size con- 
struction group, for example, 
recently received at least 
Y2Q0bn of debt forgiveness 
from Its creditors. However, 
JDC, another troubled con- 
structor, was forced into 
bankruptcy after some of its 
creditors refused to roll the 
loans over. 

Analysts warn that the 
number of bankruptcies and 
debt-forgiveness pro- 
grammes will need to grow 
dramatically in the coming 
months before Japan’s banks 


finally dean put their prob- 
lem loans. 

Haseko's largest three 
creditors - Daiwa Bank, the 
Industrial Bank of Japan 
and Mitsui Trust & Banking, 
which provided 42 per wait 
of the loans - indicated yes- 
terday that they would for- 
give the loans. 

Daiwa said: "The new 
restructuring plan is tough 
for our bank to accept but it 
is not only aimed at restruct- 
uring the company itself but 
will also help ensure job 
security and avoid any nega- 
tive impact on the compa- 
ny’s business partners." 

Meanwhile, Haseko 
pledged yesterday to embark 
on a 15-year restructuring 
plan, which will repay 
Y315.3bn of debts through 
sales of affiliated property 
assets. The group will with- 
draw from all overseas 
operations such as Haseko 
USA, and cut its workforce 
by 20 per cent. 

“Through transferring 
staff to other companies, 
encouraging early retire- 
ment and ceasing to hire any 
new people, we aim to 
reduce numbers by 500 next 
year and a further 500 by 
March 2000." said Kohei 
Goda, Haseko's president. 

The current rapid deterio- 
ration of the condominium 
market was likely to have a 
negative impact on Haseko's 
p amjpg s next year, the com- 
pany said. Parent current 
profit from core business is 
expected to sink to YTOQm in 
fiscal 1999 from a forecast for 
this year of Y102bn. 
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Kalmar takeover q 
meets resistance 


By Tim Bart In Stockholm 


Swedish institutional 
investors are threatening to 
block plana by Partek, the 
Finnish materials handling, 
engineering and building 
materials group, to buy out- 
right control .of Kalmar 
Industries, the. Swedish con- 
tainer handling group. In 
which it holds a B 1 per cent 
stake. 

The Finnish company said 
last week it would pay about 
FM500m ($99m) for the out- ! 
s tanding shares in Kalmar, 
equivalent to SKr85 a share. 

But Robur, fund manage- 
ment arm of the Swedish 
lender FereniningsSparban- 
ken, said the bid was too low 
and it would not accept rL 

Robur holds 912 per cent of 


the share capital and voting 
rights in Kalmar. Partek, 
meanwhile, said U could 
fund the Kalmar buy-out 
partly through a F M3 69m 
capital loan and a FM49m 
rights issue. The company 
also indicated it would 
demerge its. insulation 
operations and named Indus- 
tri Kapital, the Nordic ven- 
ture capital group, as a pos- 
sible buyer. 

Industri Kapital is expec- 
ted to acquire up to 50 per 
cent of Partek Insulation, 
which reported- profits of 
FMlOSm on sales of FMIBbn 
last year. 

Separately, Partek warned 
that its results for the final 
four months of the year had 
come under pressure amid 
volatile demand. 


CONTRACTS & TENDERS 


TCUKOM-COWDUK-KOMMISSIOM 



OSIOTBOHSOU HHSSLIMHJUT ( Or 


HIT BESCKIlANKTEII HAPTUN 4 


A-1060 Wien, MoitaMfenaaoe 77-79 
* * ' * ’ Tel: ■*•3/(0)1/ 58058-0 

telekom Fa*: * 43 /( 0 ) 1 / 58050-9191 
control e-mail; t k « • t fc C . at 

kommission FKl£256a' Austria. OVR-Ne 09S6732 


Public invitation to tender Ref. 
GZ K 39/98-... 


1. Organiser of die invitation 
to tender 


Telekom-Control-Kommission, Mariahil- 
ferstrasse 77-79, A-1060 Vienna, Austria. 
Fax No_- 0043 1 58058 9698 


2. Object of the invitation 
to tender 


A fixed-term license with Austrian- 
wide service obligation for providing 
public voice telephony services by 
means of mobile radiocommunications 
as well as other public mobile radio- 
communication services by means of 
self-operated telecommunications net- 
work in the frequency range reserved 
for DCS 1800. 


3. Description of the license 
awarding procedure 

a) Interested parties are invited to 
apply for the license by submitting 
their applications. The license will be 
awarded in accordance with the rele- 
vant provisions of the European Com- 
munities and the Austrian Tfetekommu- 
nikationsgesetz {Telecommunications 
Act) as well as other applicable Austri- 
an legal provisions. 

b) Parties interested in the license may 
obtain the tender documentation by 
addressing a request in person, by 
mail or fax to the organiser of the Invi- 
tation to tender and indicating the refe- 
rence "DCS 1800 License”. The precon- 


dition for handing over (Mon. - Fri., 
10.00 - 12.00 o'clock, except for 24 Dec. 
1998, 31 Dec. 1998 and public holidays) 
or mailing the tender documentation is 
the payment of the expense reimburse- 
ment of ATS 25,000.- for the tender 
documentation to the account of Tele- 
korn-Co nrrol-G mbH with Bank Austria 
AG, bank code 20151, account number 
896 170 125 or the payment of that 
amount in cash or by means of a bank 
cheque to the organiser of the invitati- 
on to tender. Another requirement for 
handing over or mailing the documen- 
tation is the indication of the following 
Information: name of the interested 
party, the address and the name of the 
person in charge. 

c) Detailed information on the license 
awarding procedure is contained in the 
tender documentation. The license will 
be awarded by auction. When an appli- 
cation is submitted, a frequency utilisa- 
tion fee for the license is to be offered. 
The date/time by whan applicants may 
modify the frequency utilisation fee 
offered in accordance with the rules of 
the auction procedure will be establis- 
hed at the end of the auction round in 
which none of the bidders submitted 
an effective, new bid that complies 
with the rules of the auction procedure. 
The auction procedure shall be carried 
out so that it will be concluded no later 
than 31 July 1999. 

d) The application and relevant docu- 
mentation shall be submitted in Ger- 
man. Required printed documents (e.g. 
annual reports) may be submitted in 
English. 


4. Deadline for the submission 
of tenders 

The application for the license shall be 
sealed {e.g. envelope, parcel), shall 
bear the reference "DCS 1800 License' 
and shall be delivered to the Telekom- 
Control-Kommission at Mariahilfer- 
strasse 77-79. A-1060 Vienna, Austria 
no later than 24 February 1999, 14.00 
o'clock (local time). Applications recei- 
ved thereafter will not be taken into 
account. 
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Enersis to sell Endesa Chile stake 
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By Mark Mulligan in Santiago 

Chile's electricity sector is 
expected to provide the main 
focus for equity investors 
this week following a deci- 
sion by En ersis. the distribu- 
tion group 32 per cent owned 
by Endesa of Spain, to sell 
its 25 per cent stake in End- 
esa Chile, the country's larg- 
est generation company. 

The sale of the shares! val- 
ued at $700re-$800m. was rec- 
ommended by the board on 
Friday and will be put to the 
company's shareholders at 
an extraordinary meeting on 
February 4. 


Speculation about the sale 
helped the Chilean stock 
market to shake off concerns 
about the future of General 
Augusto Pinochet, the for- 
mer dictator facing extradi- 
tion to Spain, and about the 
US bombardment of Iraq, to 
push the main IPSA- faHey 
up 6 per cent on the week. 

Endesa’s shares surged 16 
put cent during the week to 
close on Friday at 170 pesos, 
while Enersis climbed 13 per 
cent over the same period to 
222 pesos. 

Market talk is now focused 
on a potential buyer of the 
Endesa stake, with the US 


energy group CMS consid- 
ered a front-runner. Com- 
pany offieialg have declined 
to comment 

CMS and Endesa already 
have a relationship in Chile 
through GasAfacama, a Joint 
venture that was set up to 
build a S500m pipeline to 
bring natural gas from 
northwest Argentina into 
power plants in Chile's 
northern copper belt 

Josfi Antonio GuzmAn. 
president of Enersis, said 
after Friday’s board meeting 
that the company, had 
decided to withdraw from 
generation to concentrate on 


the astrCbutionmarket. 

“There is a - conviction 
au w fflg board members that 
we are in a very-' competitive 
b usiness In which genera- 
tion adds no value to the 
business of distribution, 
which Is the main activity of 
Enersis,’’ he said. , 

Apart from its 25 per. cent 
stake in' Endesa; Enersis also 
owns 74 per cent of Chflectra 
and 85 percent ofRIoMaipo, 
the- first- and fourth largest 
distributors in Chile respec- 
tively. - - ■■ • 

It also has 1 stakes in gener- 
ating and distribution com- 
panies in Argentina. Peru, 


Colombia and Brazil and is 
currently looking to expand 
further in the region, and 
Into water and sewage 
operations. Meanwhile, the 
company is still considering 
changing its statutes to 
allow Endesa of Spain, 
which has no relationship 
with the Chilean Endesa, to 
lift its equity stake to 50 per 
cent 

The relationship between 
the two groups has been con- 
troversial, and led to the res- 
ignation of JosA Yuraszeck, 
general manager of Enersis, 
amid allegations of impropri- 
ety in alliance rtaaHng^ ,, 
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Investors lose taste for high risk 
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By Haoko Nakamae in Tokyo 

Increased sensitivity 
towards credit risk is trans- 
forming Japan’s Y56,000bn 
(|483bn> corporate bond mar- 
ket The trend highlights the 
gravity of the “credit 
crunch 1 * squeezing Japan’s 
languishing corporate sector. 

While the market for qual- 
ity bonds (those rated A or 
higher) is rapidly expanding, 
demand for high-risk bonds 
(those rated BBB or lower) is 
dwindling. The phenomenon 
has been reflected in the pro- 
nounced widening of yield 
spreads for lower-rated 
bonds compared with those 
with good credit ratings. 

For example, the yield 
spread between 5-year BBB 
rated bonds and 5-year gov- 
ernment bonds has inflated 
at a tremendous rate: three 
years ago, it was around 75 
basis points - now it is over 
240 basis points. Spreads on 
higher-rated issues have not 
widened nearly as much; 
currently, the yield spread 
on AA rated bonds is still 
about 90 basis points. 

As risk premiums inflate, 
those with low credit ratings 
are finding it virtually 
impossible to issue bonds. 
For many, the reality Is 
grim. The fragile nature of 
their balance ’ sheets is 
already reflected in their rat- 
ings. They have been weak- - 
ened even further as batiks. 


intent on cleaning up their 
portfolios, have become 
increasingly reluctant to 
lend them money. Now they 
are getting the cold shoulder 
from the capital markets. 

Ironically, those with good 
credit ratings are finding the 
cost of raising funds has 
gone down. For them, the 
rise in yield spreads has 
been limited, and hat been 
more than offset by declin- 
ing interest rates. - 

Demand for their bonds 
has jumped as well, finan- 
cial institutions, in search of 
low-risk Investments with 
higher interest rates than 
Japanese government bonds, 
are rushing to buy their 
issues. B anks are keen buy-, 
ers. “Life insurers and agri- 
cultural co-operatives are 
also big purchasers - they 
are attracted by the liquidity 
of these instruments," added 
Hirotaka Yamamoto, direc- 
tor of the trading division at 
Wako Securities in Tokyo. 

Japanese financial institu- 
tions have limited options. 
Though desperate to raise 
return, their weak flnaiyriai 
positions have led them to 
excessively avoid risk. Many 
are reducing their loan and 
stock portfolios. Investing in 
overseas markets would cre- 
ate foreign' currency risk. So 
they are turning to “quality" 
bonds as a low-risk alterna- . 
tivetoJGBs. 

AH this has provided com- 


panies with high credit rat- 
ings with a wonderful envi- 
ronment to issue new bonds. 
They have been doing so 
with a vengeance - and have 
been responsible for the 
recent rapid expansion of 
the Japanese corporate bond 
market. At the end of Octo- 
ber, cumulative issuance for 
the year exceeded Yl0,000bn, 
far outpacing the Y6,500bn 
recorded for the whole of 
last year. 

- Even the rise in JGB 
yields over the past month 
has failed to deter them. 
Moody’s. downgrade of JGBs, 
and fears that the govern- 
ment would flood the market 
with a slew of new issuance, 
has pushed yields up, but 
the L32 per cent yield on the 
benchmark 10-year bond is 
still half what it was at the 
beginning of the year.' 

“The other factor which 
has contributed to the rapid 
expansion of this market is 
the large amount of convert- 
ible bonds (Issued in the late 
1980s and early 1990s) which 
are maturing this financial 
year," said Hideki Goto, 
credit analyst at Merrill 
lynch in Tokyo. “Though 
companies with low ratings 
are rmahifi to refinance in 
-the capital markets, those 
with high credit ratings can 
-'and- are." 

Such differences in fortune ! 
have . been clearly reflected ( 
fri foe bar industry. Where 


10-yaar bswAmariclwods 
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nine-year bonds issued by 
Toyota and Nissan have 
yields of 1A per cent and 3.4 
per cent respectively. The 
difference between Toyota’s 
A&l rating from Moody’s, 
and Nissan's Baa3- rating, 
translates into a 160 basis 
point difference in spread. 

- “The intensified competi- 
tion and worsening business 
environment in the car sec- 
tor has produced very clear 
spread polarisation com- 
pared with [Moody's] credit 
curve based ^disparities in. 
[fin^nciaj ye^end] rampany 
results!!’ !' said. Mr_ ‘Goto. . 


Toyota and Honda (A2) both 
posted consolidated profits - 
the yields on their corporate 
bonds lie below the credit 
curve. 

Conversely, Nissan, Mitsu- 
bishi and Mazda (all cur- 
rently rated BaaS by 
Moody's), announced consol- 
idated losses for fiscal 1997 
in May. Nissan and Mitsubi- 
shi also suffered downgrades 
in August. Yields on the 
three carmakers’ bonds, 
which lay beneath the credit 
curve in.- May, have gradu- 
ally gape /up, until they are: 
now wdl above the curve. 


Borg bids 
$ 660 m 
to buy 
Kiihlman 

By Nikki Tail In Chicago 


Chicago-based Borg- Warner 
Automotive has made an 
agreed $660m bid. for Kuhl* 
man in a deal that marks the 
latest step in the consolida- 
tion of the automotive sup- 
ply sector. 

Kuhl man specialises in 
turbochargers, as well fuel 
systems and fan drives. 
Borg- Warner, with annual 
sales of about $L8bn. is a 
significant supplier of power- 
train-Telated components 
and systems. 

It has a turbocharger busi- 
ness in Europe through its 
AG Kuhnle, Kopp & Kausch 
division, and said the acqui- 
sition would position it “to 
take advantage of the 
growth of direct-injected die- 
sel engines world-wide". 

By combining Knhlman’s 
Schwitzer division with the 
European business. Borg- 
Wamer would in effect have 
a filth operating unit that 
“will make us a global leader 
with sufficient scale to capi- 
talise on growing worldwide 
demand," said John Fiedler, 
Borg-Wamer chairman. 

Mr Fiedler added that 
Schwitzer's fuel systems and 
cooling operations would 
give Borg an opportunity to 
build “an international air 
and fluid management busi- 
ness" for light and commer- 
cial vehicles. The Schwitzer 
division accounts for about 
60 per cent of Kuhlman's 
revenues of about S765m, 
and employs about 2,600 
people. 

Borg expects to sell on 
Kuhlman’s other electrical 
transformer and wire and 
cable businesses, which are 
“outside the strategic focus". 
These have sales of about 
$300m. Morgan Stanley Dean 
Witter, advising Borg, will 
handle the sale. 

The Kuhlman bid is $39 a 
share, wait* up of cash and 
$150m of Borg stock. On Fri- 
day, Borg shares dipped $% 
to dose at $50%, while Kuhl- 
man surged $5% to $37%. 

Borg said the deal should 
be earnings accretive in 1999 
and. that synergies should be 
“significant”. 


NEWS DIGEST 


RAILWAY EQUIPMENT 


Adtranz gets approval for 
DM6O0m capital injection 

Shareholders in Adtranz, the world's biggest railway 
equipment maker, have approved a DM 600m ($361 m) 
increase in capital as part of a restructuring package to 
turn round the lossmaking company. 

The move is likely to prompt speculation of a shift in the 
balance of power between Adtranz's owners, foe Switzer- 
land-based electrical engineering group ABB and Daimler- 
Chrysler, the German- US conglomerate. DaimlerChrysler 
yesterday denied reports in foe German press that it was 
poised to assume full control of Adtranz, which was estab- 
lished in 1996 by a merger of its railway engineering busi- 
nesses with those of ABB. DaimlerChrysler said it intended 
to contribute its share of the capital increase. 

The position of ABB, which could not be reached for 
comment, is unclear. In the past ABB has signalled it 
might be interested In reducing its stake in Adtranz. 

The profile of foe top management at Berlin-based 
Adtranz was given a more German flavour at the weekend 
with the confirmation of Rolf Eckrodt as the new chairman. 
Frederick Studemann, Bonn 

TELECOMMUNICATIONS 


Alcatel approves staff options 

Alcatel, the French telecommunications equipment group, 
has approved an innovative share purchase option plan for 
employees linked to the company's performance. 

Under the plan, covering some 2.3m shares, or more 
than 1 per cent of foe group's share capital, employees 
wiU be able to buy shares at a price of FFr673 after five 
years if operating income is at least 6.5 per cent of reve- 
nues In fiscal 2000 or 7.5 per cent of revenues in fiscal 
2001. Beneficiaries will include about 2,000 of foe compa- 
ny's 118,000 employees. David Owen, Paris 


INDIA 


Tata to sell cement arm 

India’s Tata Iron and Steel Company is to sell its cement 
division to Lafarge of France for Rs5.50bn ($1 29m). 
Lafarge is the global leader in the construction materials 
industry with estimated 1998 sales of $1 ibn. The sale is 
being handled by Jardine Fleming India Securities. 
APDJ, Bombay 


US TELEPHONY 

Alltel to buy Aliant 

Alltel, foe US rural telephone company, is to buy Aliant 
Communications, which provides phone, paging and inter- 
net services in Nebraska, for $1.5bn in stock. The com- 
bined company would have $5.3bn In annual revenues and 
serve 6.3m customers in 24 states. 

The purchase of Aliant continues Alftel's strategy to 
grow through acquisition and serve mid-sized and rural 
markets at a time when many other phone companies 
focus on lucrative, metropolitan areas. Reuters, New York 
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The Competitive Fitness of 
Global Firms 1999 

D o you use analyse methods that rely' 
solely on financial indicator that locus 
on past achievements? Unfortunately these 
indicator provide no information on the 
fundamental forces influencing these 
results Ibe Competitive Fitness of Global 
firms -1999 documents the application 
of the 'MECA mjethodology - a ground- 
breaking c o m pe titi ve analysis tool This tod provides a structured 
method of evaluating the business capabilities which influence .the 
effectiveness of 0 firm m its market and hence its future performance. 

Benchmark the Fitness of Your firm . 

Using information gathered from over 260 of the world's teadingfoms 
In eight sectors the report will help you benchmark the fitness of your 
firm against otheo in your sector. As a result you can use the report to: 
♦Identify key leadership challenges which create sustainable 
growth in shareholder value 

♦ Use the results to compare your own performance against 
competing firms 

♦Determine where your company excels within your given sector 
and whether titere may be-room for 'improvement 
♦ Undostand the factors which enable companies to succeed and use 
these to determine the future direction of your corporate strategy. 

The Result of a Six-year Development Project 

Hie Competitive Fitness of Global Firms 1999 has been compfled by 
Professor Jean-pamfe LarrfcM at INSEAD and is the outcome of an 
ongoing development project now in Its sixth yeat This involves both 
aan intensive research programme and tired experience m helping 
corporations enhance their capabilities develop new ones, and 
transform themselves. . 
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Bank of India with 19 branches spanning 4 continents 
has presence in all time zones at major financial centres 
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and subsidiaries, Bank of India has always been a leader in 
offering a wide variety of financial services, viz. Foreign Exchange Dealings, 
Money Market Products, Trade Finance, Project Finance, Investment Banking, 
Twin Currency Deposit Scheme, Margin Trading, Bond Lending and much more... 
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By Richard Tomkins 


By Steve Thompson 


The big question facing the 
US markets this week is 
whether the impeachment of 
President BUI Clinton will 
provoke a seU-off. But If the 
experience of last week is 
any guide, the answer is no. 

On Friday, stock and bond 
prices inched upwards even 
as the vote loomed. For the 
week as a whole, equities. 
Treasuries and the dollar 
ended higher in spite of the 
near-certainty of 
impeachment and the 
launch of bombing raids on 
Iraq. 

The reaction appeared to 
underline the fact that 
markets are more concerned 
about the economic outlook 
than with political events. 

Meanwhile, the last 
Federal Open Market 
Committee meeting of the 
year takes place tomorrow, 
but there is a widespread 
view that Federal Reserve 
policymakers will leave 
interest rates alone for now, 
in spite of expectations that 
another easing will become 
necessary early in 1999. 
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The week will be 
truncated by the Christmas 
holiday on Friday, but 
Wednesday and Thursday 
wlQ be busy days for 
economic statistics. 
Including figures for final 
third-quarter GDP, 
November durable goods 
orders, and personal income 
and consumption. 


Few Investors could have 
expected last week’s late 
surge which took place 
against what many would 
have viewed as the worst 
possible background for a 
rising stock market. 

The view among many 
dealers was that the London 
equity market had already 
enjoyed its traditional 
pre-Christmas surge and 
that the Institutions would 
be loathe to trade In 
substantial size so close to 
Christmas wwri the launch of 
the euro. 

And most would also have 
thought that the US/UK air 
strikes against Iraq should 
have brought an abrupt halt 
to the strong gains driving 

ty mar ket higher. 

But the prospect of more 
takeover /merger moves and 
hopes that interest rates 
may be on the downward 
trend kept buyers busy. This 
week, however, should see 
the market wind down very 
quickly, although there Is 
plenty of economic news to 
keep the market occupied. 
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Company news, on the other 
hand, is sparse. 

Probably the most 
important economic news 
will come from the US with 
the Federal Reserve's open 
market committee holding 
its regular meeting to 
determine interest rate 
policy, although another cut 
is thought unlikely. 
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THE SERVH 

Accountancy * Auditing • Advertising. DeMgn^^BHRp?r!$^omnuinication> * Architecture 

• Ranking and Financial • Civil Fngrt^Cnng * Computer Soitwarc 

• Conteccncc :ukI Kxhibiuon facilities • Education 
• iilcctrical/Mcchanical/f-nvironmciital Eniiineerini* • Insurance • I cy.al 
» Management Consultancy • Market Research * Medical and Paramedical 

• Printin” and Publishing * Shipping * Ship Management services 
• Tourism and related services • Telecommunications » Transportation < land. sea. air; 

* Translation . . . and a wide range ot oilier professional sendees 


When you need the very best professional advice, turn to Cyprus. We’re perfectly 
^ «« — placed to provide you with highly skilled services based on the latest technology. 

The quality of our professionals makes us world class, in fact, Cyprus is one of the 
V world’s top four countries for the number of graduates per head of population. 

★ toecentoe * Served by 33 scheduled airlines, we’re easily reached from Europe, the Middle East 
of excellence or North Africa, and we can talk directly to 98% of the telephones in the world. 

We speak not only Greek and English, but many other languages. Above all, we speak the language of 
your business. And we’re ready to help you make it more efficient and more profitable. 

You can consult our experts personally, or by mail or fas. Our professionals will come to your country 
but. better still, why not come to Cyprus? It's a beautiful place to visit. 


Contact us now for more information. 



MINISTRY OF COMMERCE, INDUSTRY AND TOURISM, 1421 NICOSIA, CY-CYPRUS. 
FAX: 00357-2 375120, Email: mcitrade@cytanet.com.cy 
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Attention In Frankfurt this 
week will be focused an the 
euro, just days before the 
launch of the single 
currency in U European 
countries. Tomorrow, the 
European central bank will 
hold its last meeting and 
press conference before it 
takes over full control of 
European interest rates on 
January 1. 

Trading in markets is 
expected to be thin, as 
dealers wind down for the 
holidays and bank systems 
| are suspended for conversion 
to the euro. 

Deutsche Bank took centre 
stage in Frankfort last week. 
Its decision to hive off 
industrial holdings worth 
I around DM40bn into 
I separate companies 
triggered a sharp rise in the 
shares of Germany’s hi gee st 
bank. However, they foil 
later in the week when Rolf 
Breuer, rfiflirman, insisted 
the move did not signal the 
start of a wide-ranging 
disposal. Deutsche, which 
recently acquired Banker’s 
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Trust of the US, had come 
under mounting pressure 

from investors to focus on 
its core banking business by 
jettisoning the industrial 
interests. Mr Breuer said 
Deutsche would continue to 
{day a central role in the 
development of the Ger man , 
and European, industrial 
landscape. 


Japan’s stock market will be 
one of the only financial 
markets trading through 

most of this week, since the 
country does not officially 
celebrate Christmas. 
However, the stock market 
wffl be closed on Wednesday 
for a national holiday. Most 
traders expect volumes to be 
I extremely tbln since many 
of the roai p players will be 
absent during the run up to 
the new year holiday. 

This means the market is 
unlikely to move far from 
the 14,000 level at which It 
has traded in recent weeks. 
Last week, the index closed 
at 14.1&L29, little changed on 
the week. 

However, Japan has been 
known to spring surprises by 
announcing new policies on 
Christmas Day. Hence the 
market will be watching 
closely to see if the 
government changes its 
budget plans when the 
cabinet meets on Friday to 
approve this budget 
Another focus of attention 
will be the result of an 
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inspection of the country's 
largest banks by the 
Financial Supervisory - 
Agency. 

The strength of the yen 
a gainst the dollar will also 
be monitored since many 
investors fear that any 
further rise in the value of 
the Japanese currency could 
hurt exporters. 


Strategists come with tidings of gloom 

Martin Brice finds little reason to be cheerful In earnings forecasts for the coming year 


1(0125 -8.0 848 2684 178 104605 148104 7B5JB3 

119607 S3 439 1435 249 120529 190033 815*3 

99662 -165 1843 5631 035 88233 131741 64739 

I imm 1646 fl rigMa mn n«t HffMs n Dn tM ft Mom «ntat « mftta. 

J9T HB0JD0 31/12W. t ML 


T he festive season may 
already be over for 
many investors in UK 
equities, if some forecasts of 
1999 oamitigs prove correct 
Many “top-down" strate- 
gists - who look at the econ- 
omy as a whole when deriv- 
ing profits forecasts - now 
believe that overall corpo- 
rate earnings will be more or 
less static for 1998 and then 
shrink by about 5 per cent in 
1999. or at best grow by a 
few percentage points. 

However, they are mark- 
edly more bearish than a 
consensus of forecasts by 
“bottom-up" analysts, who 
study individual companies. 
According to First Call, 
which collates estimates, the 
bottom-up analysts are fore- 
casting earnings per share 
for the UK market as a 
whole will rise by 12 per cart 
during 1999. 

The bottom- up analysts 
tend to be more optimistic 
| than top-down ones, and this 
could lead to a sudden mark- 
down in forecasts next year 
i if economic pessimism 
spreads. 

The contrast was high- 
lighted by Bill McQuaker at 
CSFB, who told clients 
recently: “By now almost 
everybody on the planet 
should know that bottom-up 
earnings forecasts for the 
market are pitched too 
high.” 

Why is there such a differ- 
ence? David McBain, equity 
strategist at BT Alex Brown, 
says: “We are never -quite 
sure how much of the prob- 
lem lies with analysts and 
how much with the compa- 
nies. which refuse to admit 
that there will not be a 
recovery in 1999." 

Analysts may be slow to 
adjust their forecasts, which 
means they tend to be opti- 
mistic as the economic cycle 
turns down and pessimistic 
as the cycle turns up. 

Nevertheless, bottom-up 
analysts are already down- 
grading their earnings fore- 
casts for 1999 as they take 
into account the effects of 
Asian turmoil, Russian 
financial troubles and the 
UK economic slowing. 

There is little doubt that 
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the number of downgrades Is 
increasing. 

Steve Wright, strategist at 
CSFB, says: “Over the past 
few months, the pressure on 
earnings estimates has 
intensified to the extent that 
less than 20 per cent of the 
companies researched by 
CSFB have seal upgrades.” 

David McBain says: “Sur- 
vey evidence suggests the 
corporate sector hit a brick 
wall in the last few months 
of 1998. Things have turned 
very bad for a lot of compa- 
nies very quickly.’' 

Further evidence that 
earnings estimates are rap- 
idly shrinking comes from 
IBES. the estimates service. 
Its figures show that consen- 
sus earnings forecasts for 
the current year, 1998, have 
already moved into negative 
territory. 

Which sectors will suffer 
the most? The poor perform- 
ers In 1998 tended to be cycli- 
cals, such as property, down 
27 per cent against the mar- 
ket; chemicals, down 31 per 
cent; and paper & packaging, 
down 35 per cart. - 

The worst was oil explora- 
tion and production, which 


underperformed the market 
by 61 per cert as investors 
took on board the probabil- 
ity that the oil price would 
stay low. 

Even the recent bombing 
of Iraq, potentially a large 
oD producer, failed to move 
oil stocks. 

To judge by current fore- 
casts, there may be an earn- 
ings recovery in some of 
these sectors. 


C onsensus forecasts for 
next year, to be pub- 
lished in the December 
issue of The Estimates Direc- 
tory, suggest earnings may 
grow by ll .per cent in the 
chemicals sector, 7 per cent 
in paper & packaging, and 4 
per cent in property. 

However, these figures 
contribute to a 12 per cent 
bottom-up earnings forecast 
for the market as a whole. 

The Estimates Directory's 
figures show that the tele- 
communications and phar- 
maceuticals sectors, which 
were strong' this year, are 
expected to be among the 
best performers in 1999, with 
earnings growth of 19 and 14 
per cent respectively. 


The growth prospects for 
telecoms and the defensive 
qualities of pharmaceuticals 
led to the former outper- 
forming by 78 par cent and 
the latter by 20 per cent 

The visibility of earnings 
in the tobacco sector led to it 
outperforming by 38 per 
cent: The Estimates Directo- 
ry's figures suggest analysts 
expect 12 per cent earnings 
growth from the sector In 
1999. 

Some relief for investors 
may come if UK interest 
rates continue to fall next 
year. Philip Wolstencroft. 
equity strategist at Merrill 
Lynch, says foiling Interest 
- rates. -should ensure the p/e 
ratios of consumer cyclical 
stocks expand, as investors 
focus on prospects for 
growth in 2000 . 

He expects a reversal of 
the process seen in the past 
two years. Rising interest 
rates and a downward shift 
in the economic optimism of 
institutional investors have 
caused consumer cyclical 
sectors to be derated against 
the market 

As a result the prospec- 
tive multiple relative has 
fallen from U5 to 0.75. His 
favourites are the construc- 
tion, transport and leisure 
sectors. 

However, the time to buy 
cyclical stocks may not 
arrive until the storm of 
downgrades is close to blow- 
ing itself out 

One of the more cyclical 
sections of the market is the 
FTSE SmallCap index, which 
is heavily weighted to retail, 
engineering and construc- 
tion stocks. 

It underperformed by 19 
per cent in 1998. Simon 
Smith, who runs Albert E 
Sharp’s smaller companies 
fond, expects a slowing of 
earnings growth in Ms top 30 
holdings in 1999. But that is 
from the 26 per cent earn- 
ings growth achieved in 1998- 
to an aggregate of 20 per 
cent in 1999. 

The lesson is plain: inves- 
tors should have a merry 
Christmas. But the y will 
need to be fleet of foot to 
enjoy a prosperous New 
Year. 
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WEEK AHEAD 

DIVIDEND & INTEREST PAYMENTS. 


CONFERENCES AND COURSES 


CONFERENCES 


■ TODAY 

Abbey National Treasury 
6 %% Gtd Nts 1998 $65 0 

Advance UK Tstl.25p ’ 
Alcan Aluminium $0.15 
Assoc British Ports 11 %% 
Bd 2011 £593.75 
8P1 Cap FTn Ser B Step-up 
Gtd FRN N/Vtg Pf $0 42 
Benfield & Rea Inv Tst 3p 
Birmingham Midshires Bkia 
Scty FRN 2000 £186.60 
DKB Int Fxd/FRN Dec 2004 
$95000.0 

Daiwa Int Ftn (Cayman) 
7%% Sb Bd 2006 $7875.0 
Dixons Fin 734 % Gtd Bd 
2001 £77.50 

Eksporffinans 6% Nts 1999 
C$60.0 

Fleming O'seas inv Tst 5% 
Cm Pf l.75p 

General Motors Acceptance 
Corp (UK) Nts Mar 2000 
£500.0 

Japan Dev Bank 2%% Gtd 
Bd 2006 Y2875Q0.Q 
Mazda Motor 4.05% Bd 
2001 Y405000.0 
NSK 7.05% Bd 2000 
Y705000.0 

Newcastle United 1.1 6p 

RTZ Canada 7W% Gtd Bd 

1998 £362.50 

Smart (J) 7.5p 

UA Grp 2p 

Warn ford Invs 2.75p 

Woolwich 10V4% Sb Nts 

2017 £1012.50 

Yuen Foong Paper Mfg 2% 

Bd 1999 $200.0 

■ TOMORROW 
Blockleys 0.1 5p 


PECSA 7.81% Global Nts A 
2001 Pta781 00000.0 

Do B Nts 2001 

PtaTBI 00000.0 . 

Do C Nts 2001 

Pta781 00000.0 

GR (Hfdgs) Ip 

Headlam 2 .lp 

Hercules $0.27 

Juldis Dev 414% Cv Bd 2003 

$42.50 

Lasmo 10%% Db 2009 
£5.1875 

Lowland Irrv 7.5p 
Marks & Spencer Fm 7%% 
Gtd Nts 1998 £73.75 
Nationals Investeringsbank 
6%% Bd 1994 £61.25 
Newcastle Bldg Scty 10%% 
Perm Int Brg £53.75 
Sainsbury (J) 8%% Nts 2000 
£8.25 

Tweefontefn Utd Collieries 

R2.45 

Unflever 7%% Nts 1998 
£73.75 

Union Asia Rn 3%% Sb Cv 
Bd 2003 $33.75 

■ WEDNESDAY 
DECEMBER 23 

Coats Viyeila 1.5p - 
Finsbury Grwth Tst 2.55p 
Finsbury Tst 1.7p 
Do A N/Vtg 1.7p 
Greenalls 10 %% Db 2017 
£5.25 

Standard Chartered Bank Sb 
FRN 2006 $1491.39 

■ THURSDAY 
DECEMBER 24 
Boots 10%% Bd 2017 


£2531.25 ' 

FCEBank FBN^OOl £18.78 
Manchester 3% fld £0.75 
Do 4% Cons Irrd £2.0 
Mitsubishi OG 42% Bd 2003 
Y420000.0 

Sira Business Services 
O.G375p 

Standard Chartered Und 
Prim Cap FRN £85.05 
VTech (Lon Reg) $0.05 
Do (Bermuda Reg) $0.05 
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■ FRIDAY 
DECEMBERS 

Ann Street Rd Cv 2nd Pf 
32p . . 

■ SUNDAY : Yj\ 
DECEMBER 27 

Town Centre Secs 10%% 

1st Mtg Db2Q21 £525 


Third Annual U.S.- 
Russfcn Investment 
Symposium 
CM4nJff .MA.0SA 
The tympanum w41 affix m-dqptli 
of 4o onuBUB id 

until § jpecul tofAnSi R mbi'i 


UK COMPANIES 


COMPANY MEETINGS: 
Govett Strategic hiv Tst, 
Shack! atari House, 4, Battle 
Bridge Lane, S.E., 12.00 
Newcastle United, Civic 
Centre, Newcastle upon Tyne, 
11.00 

NHP, 6, Broad Street Place, 
BtornfieW Street, E.C., 9.00 
BOARD MATING: 

Interim: 

Peel Hldgs 
■ TOMORROW 
COMPANY MEETINGS: 

Bailey (CH), Alexandra Docks, 
Newport, Gwent, 1030 
Jupiter Extra bic Tst, 1, 
Grosvenor Place, S.W., 3.30 
Saver Shield, 50. Stratton 
Street, W_, 1130 
BOARD MEETING: 

Final: 

Kelsey Inds 


■ WEDNESDAY . 
DECEMBER 23 . 

COMPANY MEETINGS: . . 
Enterprise Capital Tst 10. 
Park Place. S.W.. 10.30 . 

F & C Special UtSties Inv 
Tst, Exchange House, 
Primrose Street. EC, 230 
BOARD MEETING: 

Interim: 

Stewart & Wight 
Company meetings are annua/ 
general meetings unless 
otherwise stated. 

Please note: Reports and 
accounts are riot normally 
available until approximately 
six weeks after the board 
meeting to approve the 
preliminary results. 

This fist is not necessarily 
comprehensive since 
companies are no longer 
obliged to notify the Stock 1 
Exchange of imminent 
announcements. 
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FT Credit Ratings ■ 

' ' : ; TT ~7 g - ]p.ub:1 fcati ons -yV ; i 

Has Default Risk Ever Been More Important? 

In today's Jinantidl markets jour join's prospects depend more than era before on the objective assessment of - ’ 
credit risk. Whether jour exposure- Is ns investor, lender; counterparty or depositor jounced instant access to 
comprehensive, easy-to-use and audwritative injamationondefaiikrisk. F j a 

I ■ U 3. Ft Credit Ratings International aiid FT &etfcr Ratings Jn hnaghg Markets bate: 

• ' been designed to meet this need by bringing together the ratings of He worlds leading 

"v. . . ratings agencies. •/ y /. .»•; •• 

Cred it , h. y~ ' .i ' ’ ' - - tPtBBPSt 

. . [for more Information ► ! * I9HH- ' * 

''■■f y hx natetefotmtaimim dmFTCtmtr fatiagr pubbeanaar fhtnr Mxtf SbkB ' IHBHii v 

m +44 mJ71 S25 8642 »^nJ»erctiiien@^cean ' i. FIN ANCIA L TIMES 
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CONTRACTS fc TEMPERS 

VSN/C0ML/IMP-097/Radio & IM P-09 8/M Ux/98 


I John F. Kennedy School of 
Govemmeot, Harvard 
U ni v o s i ty 

JANUARY 26 - 27 
The Conference Board 
Europe & EC DG XJ 
Environmental Public 
Policy Forum 

Duiinpiihcd European and American 
academn and anvnunent officials will 
iddreu i be economic fanmorfc 
penenrinp policy choices between ibe 
levels o f govonmeni u»ed tor difiienan 
ivpe< of environmental regulation. 
Speakers will examine and compote the 
Anracsn p ijiwmifi 1 wnfa faSmiiwH mtd 
Ibe European expeoencc with stthridianiy. 
ConucL Majpcei Murphy 
Tet 5405 Fax; 32^675 03 95 

BRUSSELS 

JANUARY Z7 
■East Africa Seminar 
The me^iay FT teminar bdqff fogetber 
senior minitien from the three East 
African countries and firwn 

ibe uucnuHKttal business conummiiy lo 
examine recent progress in the East 
African otvopemioa process. 

Contact Catherine MxSwteeney 
FT Conferences 
Tel: +44 171 873 3162 
Fax: +44 171 873 3067 
e-mail: catherine.musweency0{Lcom 
LONDON 


FEBRUARY 15 

ft London Motor Conference 

Productivity and co uip e nriv enevs m the 
UK motor indnsny and tbc impact of 
"emy imports" oa tbe uew and wed car 
mm&et me among the key issues to be 
(focussed. Speakers indudr. Professor 
Gnrcl Rhys OBE. Cardiff Business 
School, Mr Graham Broome, SMMT 
Indnsuy Forum and Mr Michael 
Woodward. KPMG Management 
Consulting. 

Contact Joanna Edward* 

FT Coufenmces 
Tel: +44 171 873 3374 
Fax: +44 171 873 3067 
etnait jounaxdwmtb^FTxom 

LONDON 


Supply Chain Management 
Internet Strategies & Best 
Practice 

A two day conlerenca of case 
stucRes and briefings examining 
the Impact the internal can have, 
and the opportuntttos it provides, 
for people, profits, partnerships 
and strategies. 

Book by IBtti December to 
receive a COMPLIMENTARY 
copy of the new FT Report: 
E-buetness In the Supply Chain 
(worth £495). 

CMP Face to Face Metfiaki 
association wfth Financial Times 
Petal & Consumer 

Call 0171 864 1367 
for more tntonnation 


Mtilenlum Coference Centre, 
London 

MARCH 3 & 4 

FT New Media Conference 

hi the aftermath of Ibe of dipol 

television in the UK. ibe Financial 
Times New Media conference se ill 
w ntm in i- rtw- nnw of play m the digital 
market. Issues for debate ioclnde: 
opportunities for new entrants, the 
impact of competiuoo oa (be existing 
networks and the consumer's viewpoint. 
Contact: Catherine MacSweeney FT 
Conferences 
Tel: 444 171 873 3162 
Fax: 444 171 873 3067 
emaO: catberinejnacswecney t^ftcom 
LONDON 


International Hots! Investment 
Forum. A Focus on Europe 

A powerful and thougfrt-pmvokfog 
conteranw on today's complex 
mid rapidly changing European 
hotel marVots w* provide a timely 
forum to adtfrass Issues important 
to tha European and International ■ 
hotel Investment community. 
Conference Chairman - 1 

Sir Ian Prosser, Chairman and 
CUM Executive of BfiM PLC 
Contact Tees Pearson, 
Atfiranstor Coaimunicationa 
Tel: 01244 378888 
Fax: 01244 370011 


Hotel Inter- Conti nental 
Berlin, Germany 

MARCH 18 & 19 
FT European Pensions 

Tins cool'crence. tbe Tuw o a sene, of 
Pensions events K> he arranged by (be 
Puhocxh] Times Group will cxmiuse the 
chaltenpinp shape of European 
pensions, issues to be considered 
include: tbe challenges facing the 
tbe em o - dne mnmtK 
in and the European legal framework. 
Contact: Catherine MacSwceoc) 

TtL 4-U 17] S73 3HC 
Fax: +44 171 S73 3067 
e-maiL c ai bcrmgjnncsweciifyt^lijcom 
LONDON 


Second Annual Outsourcing 
Conference: Tbe Third Wave 

A raw wrvb in outsourcing is now 
upon us, and its focus * wi 
Wsfl rated partnerships designed 
to dsfivsr measurable butanes? 
benefits. This conference wM use 
ptoneay s end o n a, case mates 

andwtxtahopstohdpyou 
understand and benefit from the 
btesf EiBopaan trends n 

outsourcing. 

Held in a&soaaOon with EDS 
Fee: Cl, 095.00 + 

22945 Belgium VAT 
Flora DanWI 

The Econombri Conferences 
Tel: (44-171) 830 1147 
Fax: (44.171) 931 0228 


Tlie Tco normal 
Conferences 


Brussels | 

APRIL 22 & 23 

FT World Pbarmacauthads 

The ptunuKCUbcalfi tmiustn now f*-es 
impncedencil chalkngvs o% wv enter the 
tnOkmum. Ttus FT ccnKrenrc will reftxi 
on the indus&y 's Mmxvet and invi-sujuic 
ibe new chailrnprs being sot by its 
cuannos and 'pomocs. L-iarodcnuj: haw 
h will need to shape itself tor the fust 
decade of the 2 1 -4 Centra? 

Contact: Joanna Edwmd> 

Td: 0171 873 .1.174 Fas: DI7I K7.1 .1067 
Email: jrantixcdwanlxle fi.com 
www Jtconfacncevca hd 

LONDON 


COURSES 


To advertise in 
Conferences & Courses 

Contact: 

Jade Sanderson 
Phone: +44 171 873 3507 
or Fax: +44 171 873 3765 


JANUARY 13 -IS 
bfrcMn -partmm to fltancM Itaowfadgc 
Introduction to Trade Finance 
and Documentary Credits 

• Terns of Trade and Cunvm Practice 

• Instruments of Trade Finance. Letters 
of Credit - CoUecuons, Acceptances. 
Forfeiting ■ Shipping Documcniauon 

• Back-m-Back. Transferable, Rcvohmg 
and Stand-by Letter, of Credit • Risk 
Assessment. Risk Identification and 
Fraud Prevention. 3 Duys 

ComacL Biictun Trauunpi Coasulting 
t-6 Lombard SL EC3V 9AA. London 
Tel: 0171 029 6b33 Fox: 0171 929 6644 
Email: birchtn(P‘ buciun.com 
LONDON 

JANUARY IB -22 

66 eftfa • pm t n e ts in ftrandeJ knowledge 

Introduction to Corporate 
Credit Analysts 

• Types of Borrowers and there needs 

• Techniques of Credit Analysis • Profit 
and Loss account and Balance Sheets 

• Spreading. Ratios. Anuta! Reports 
Financial Analysis • Cashflow. 
Forecasts. Sensitivity Analysis 

• Structuring and Covenants * Analysis 
of Risks. 5 Days 

Contact Birdtin Training * Consulting 
1-6 Lombard St, EC3V 9AA, Loodno 
Tel: 0171 928 6633 Fax: 0171 9296644 
PmaiF t4n4m«.|4rrjiH< mm 

LONDON 


JANUARY 25-27 

bircrifri - pa r tn m u In ftnancia/ knawirndg* 

Introduction to the City and 
Financial Markets 

• Historical Role of the Cits The Role ut 
the Bank of England ■ Banking System 
and Market Parucipmas ■ Oiganoariutu] 
Structure and Sets ices m Majie Banks 

• Non Bank Financial Institutions 

• Cupnal. Money and Risk ManagctDctn 
MartcLs • The London Stock Market 
■Tixhoolopy ondiaigoo. 3 Dan 
Contact: Biidun Traiwng Cuosulnne 
14 Lombard SL ECJV 9AA. London 
TeL- 017 1 929 663? Fax. 01 71 929 6644 
Fmail: hrichinl^hrr ciim emn 

LONDON 

JANUARY 27- 29 
MoMi-ptawhinwIiU M dwff 
Facility Documentation 

• Types of Borrow cr and their legal 
tdernhy • Facility Lena* and Covenants. 
Letters of Comfort • Lending. Ctnramee 
and Secunty Dixtunenuiioa. Resd-ltarioo 
Procedures* Fixed and Fleming Charges. 
Priorities • Legal Requirements and 
Obligations. Regulators Environment 

• Common Mistakes and Problems. 
Dealing with Defaults. 3 Days 
Contact: Birchin Training &. Cwtsuhing 
1-6 Lombard -Sr. EC3V 9AA, London 
Tel: 0171 929 6633 Fax: 0171 »29 6644 
Email: buchinCbucltiii.oom 

LONDON 


VIDESH SANCHAR N1GAM LIMITED 

i A Gon d Mb Enavraa) 

Invitation of Global Tenders 

Sealed Global Tenders are innrrtsd frewn the reputed bidders for supply, 
installation & raraiKStoning of the Idiowingequ^maritiof VSM-:- 


. Forex, Futures, Optipns : 
and Guaranteed Funds 

Telephone +1 345 945 3100 
Website wwwacfbhxom. 
Facsimile +1 345 -945 3199 • 


■J?- * *• ■ : * - . 


-• •' ■< • • 


Tfindv 

No. 

Dacriplfanof 

Equipment 

Qty. 

Ifeffibr 

Cost 

END 

Due Date 

MM1S7 

tedo Lifts far VSNL 61 
uariour locations n fade 

64 

Rs.20,000 

06 

US* 500 

Rs.5J0.000 

OR 

USS 15,000 . 

17.0e.1999 

MMHfl 

DCC&VMUXfarVSNLal 
vanous locations ia buSa 

14 

RS. 40,000 
OR 

USS 1,000 

Rs. 30.00,000 
OR 

USS 80.000 

16.02.1999 




A complete set of tender documents can be purchased by Ihe 
interesled tedders on submission of written applications to toe 
address given below giving details of took address tor communication 
inducting Contact Person & Internet E-Mail address and upon non- 
refundaUe payment as above in toe farm of Demand Draft payable at 
Mumbai aid drawn in favour of Vtdesh Sancbar Nigam Ltd. The tender 
j documents for Tender No. IMP-097 will be available for sale from 
18.12.1998 to 06.02.1 399 and Tender No. IMP-098 will be available for 
sale from 18.1Z1 996 to 06.02.1 999 between 1500 his. to 1700 hts. on 
aO toe working days. For further details, you may visit ou/ Internet 
site, www.vsrt.netinAanderJitrnl. 

AS tenders accompanied by Tender Security as given abovB staH be 
submitted on or before 1 100 his. (1ST) on toe due date to toe address 
pren beta*. The tender wifi be opened at 1500 hrs. (1ST) on toe due 

date. 

Chief General Manager (Commercial) 

VIDESH SANCHAR NIGAM LIMITED, 

4th Floor. VWesh Sanchar Bhavan, 

Mahatma Gandi Road, Fbrt. Mumbai -400001. . 

Tel. : +91 ( 22 ) 262 4020 / 265501 5, Tdex : +81 (11) 82429 VSNH IN 

•. Fax: +91 (22)^1 9640/261 9449/261 9632 ext 23 H 

Classified 

uifonnation. 


Leumi International 
Investments NV 

US$250,000,000 Guaranteed 
Floating Rate Notes 2006 

The interest rales applicable to the 
above Notes in respect cf the Merest 
period commencing 21* December 
1998 bos beat fixed « 5.18759- per 
ammm. The interest a mounting IB 
US&774J0 per US$10jD00 prindpal 
amount of the Notts will hi paid an 

2 “ July 1999. 

Bank Letmti I UK > pic 

Issuing and Paying Agent 




The ftepubOc of Venezuela 

iLg. ipaa 

HnmtagMe Boodatfcia 2DH 
USD Debt Conversion Snriw I. 
to aandira n*h the pmnWani ol ilia 
Bunts, noUee it ftaaty n«sn um tor the 
U«a Parian tan Dttranbwe, m to 
Jim V. 1869 t o Bun m we my an 
Jumm RMt ol fiJUSTStb panan. The 
Mum pwtoi* an (■ retomre inKmit 
eptn urn. Jana O. 1999 n4d ba 
ILS. S2S.10 pra US. SUMO principal 
■man 0 wMeti U& 388846 imo^w 


O CHASE 


- ■ _ . 

- * * 


European 
Community 
Ne 


IW 


1 0181 332 IBM ft 0161 332 1095 


■mna wv IMmknh. da^y InUMMt cotwnwAy etakts 
+ SmHr 700 Gtobaf Uarkm - Fumirx ^ Fuaan Optkms 
<■20 Major TrriadcaiSnaan 

< Fartrs. eaaat-io-m charu an the icrbat theknrat pner- 


SUS 39. W per I 


an I-WS-36M9U (nU fn* a OS) or 713.3554000 1 
re Itnm * 713 - 3530 X 0 _ 


Hk ft GUIDE TO WORLD CURREtaES, ptibfehed ip Monday 's 
iKwspfier and aiverii«ow20OajireMjes. is new avaBaHe by (Baling the 
foUowiog numbtt fioo toe handsel of your fax maetrine. 0891 437 OfiL 
•• Calls ate daged * S0p per miaB»r d( tones: Fbrwnrice outside ibe UK 
pl^o- M i q^xiee-»44171 8734378f(jtfaa^oo G^^Iii ia Tg ni0>tt l. 


The new Weekly Petroleum Argus 

Petroleum Argus 


. 

r 


’toV^Cl * * 
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Position 

available. 
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CURRENCIES & MONEY 


Calm returns 


By Man Beattie 

With European policy- 
making now frozen in 
advance of the launch of the 
euro, only the US seems able 
to provide some last-minute 
interest in the thin days 
before the Christmas break. 

The Fed's Open Markets 
Committee meets on Tues- 
day this week, albeit in less 
fraught circumstances than 
in previous meetings. 

Despite hiccups as worries 
over Brazil in particular re- 
emerge to scare traders, a 
semblance of calm has 
returned to the currency 
markets since the emer- 
gency 25 basis point rate cut 
on October 15 and a similar 
move at the Fed's scheduled 
meeting a month later. 

The markets have not 
been entirely devoid of inter- 
est. But gyrations in the dol- 
lar have owed more to Presi- 
dent Clinton’s impeachment 
travails and the likely 
nature of renewed conflict in 
the Gulf than to a sober 
assessment of the US cur- 
rent account problem or the 
"respects for investor risk 


POUND SPOT FORWARD AGAINST THE POUND 


DOLLAR SPOT FORWARD AGAINST THE DOLLAR 


appetite in emerging mar- 
kets. 

With the domestic econ- 
omy still growing healthily 
for the time being, the Fed 
'has been keen to give the 
impression that the October 
and November cuts were 
undertaken with global 
liquidity problems mainly in 
mind. With the immediate 
threat from these apparently 
having receded the Fed may 
well decide to leave rates on 
hold until its scheduled 
meeting on February 3. 

It will then be In a clearer 
position to see how markets 
have reacted to the inception 
of the euro. 

The council of the Euro- 
pean Central Bank also 
meets on Tuesday to clear 
up any remaining problems 
for the euro. A few weeks 
ago this meeting was being 
invested with great signifi- 
cance as the one at which 
the interest rate for the euro 
would be set, but after the 
co-ordinated cuts to 3 per 
cent on December 3, the ECB 
said there would be no more 
cuts before the new currency 
Is launched. 
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EUROPEAN OVERVIEW 

By Vincent Boland 

European stock markets 
bead into the holiday period 
this week in reasonably 
robust form despite being 
hampered in recent trading 
by low liquidity and pessi- 
mism about the corporate 
earnings outlook going into 
1999. 

With few domestic factors 
significant enough to influ- 
ence investors’ thinking this 
week, the focus will remain 
on international concerns, 
especially those surrounding 
the threatened impeachment 
of US President Bill Clinton, 

FTSE BrfoclOO 
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which was troubling mar- 
kets at the end of last week. 

The world's two most pow- 
erful central banks meet this 
week, however. The Euro- 
pean Central Bank's govem- 
iug council holds its last ses- 
sion tomorrow ahead of the 
launch of the euro nffirriaTty 
on January l and for practi- 
cal purposes on January 4 
and will seek to ensure that 
all outstanding issues are 
resolved in time for the 
event. 

That will be followed ne^t 
week by a meeting of Euro- 
pean finance ministers to set 
the final conversion rates of 
11 national currencies into 
the euro! 

Band ytehtamm 
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The new currency i& likely 
to be given a warm reception 
but the throat Is that it . 
might be too warm, in the 
view of ABN Amro. 

“The greatest potential 
danger for the euro-zone 
would be an unexpectedly 
sharp appreciation of the 
euro against the dollar and 
the yen." the bank said in Hs 
latest commentary an strat- 
egy and economics. 

“We thinlt that the 6UT0 
will by default be the stron- 
gest of the world’s major 
currencies in -1B99. 'We 
assume a modest apprecia- 
tion to $1 22 A more severe 
appreciation could intensify 1 
the slowdown in the euro- 


zone and Increase the pres- 
sure for even lower interest 
rates.” / . 

The US Federal Reserve's 
federal open market commit- 
tee also meets tomorrow for 
its final session of 1998. 
Economists expect no 
change in. the Fed’s fiscal 
stance on the back of con- 
sumption-led- growth, with 
Fed funds remaining at 4.75 
per cent. 

The FTSE Eurotop 300 
Index closed at 1,1SL96 on 
Friday, a rise of 3126 points 
on the week. The narrower 
FTSE Eurotop 100 index 
gained 7138. ove r the same 
period, while the FTSE Ebloc 
100 index rose 21.04. 
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PUBLIC NOTICES 


The Board of Directors of 
ibe Argentine Investment 
Company hereby declares 
two dividends. The 
Argentine Investment 
Company will pay a $0.50 
per share for shareholders 
of record on December 
23. 1998 payable on 

December 31. 1998. And 
win pay a special 
dividend of SI .50 per 
share foy shareholders: of 
record February 8.. 1999 
payable on February 15. 
1999. 


FT Currency 


Forecaster 



For reliable forecasts of exchange rates, 
interest rates.economtc growth and Inflation... 


Since its launch In 1984, FT Cumcy Forecaster, a monthly newsletter, 
pubBshed by FT finance, has developed Into the worfdt leading and most 
widely used consensus forecasting publication. 

Evary month FT Currency Forecaster provides you with: 

> 1.3, 6 and 12 month consensus forecasts for 24 currencies 
within one table In terms of US Cottar, mark and yen- updated 

every moidh. These forecasts have been the nMfaconfe 
among pubtolty-avattaMe forecasts. 

>■ Regional tables wWcfi allow you to Identity at a glance the main 
trends In each country as wtfl as cross courtly comparisons. 

> Plus FREE - FT Cwreoqr Foracvtar HU Month Update Fu Service 
Concise analysis of tha latest developments and the ronswsus 
lorecasts provided hi the previous issue. 

Anuaal Subscript!* BX £S9VBW£68W$10G1 

Claim your free sample copy today 


ttwMi and return ttt tom Ac FT Fomo Cmtnm SmtuJtMph 
Horn, 149 TMmAub Cant RartJjmtoa, W1F MLUKar ta ktt as an 
*44 (0) 171 896 2274 or call *44 (0) 171 OH 2234 /footing 2340BB. 

Please send me a FREE sample copy of and further detsSs on the 
FT Camnei Forecaster newsletter and fax service. 234088 

Name 


Job Tree 


Company Name 


Address 


Fax 


NOTICE TO BONDHOLDERS 

PowBrGen (East Midlands) investments 
(formerly DR Investments): 

£100.000,000 8.12S% Bonds due 2007. 

Change erf Name and Completion of Bondholder Guarantees 
The rreme of DR Investments las changed to P owe rt Sen [East Midlands) 
Investments with effect from 27 Ji4y 1998. 

Ofl 28 October 1990, PowaKSen pie exscutrad a guarantee in respect of 
than 00 mlren ai25% Bonds duo 2007 of PowerGen (East Midlands) 
InvsstnwiM 

A copy c# the guarantee is nvstubta for inspection by Bondholders at the 
issuer*# Registered Office at 53 New Broad Street, London, EC2MTJJ 
. and at the following addresses: 

Principal Paying Agant Payfcig Agent 

Ci&enkNA- Banque Patne Luxembotig 

5 CarmeGie Skeat 1QA boutowd Royal 

i EC4Y0PA L-2093 Luxembourg 


cmBAN<cr 


Qktx\ Agency end Trust Services. 
CltQrenk.NA' London 
Decentoer 21. 1996. 


• Jfottea of Xatanast gala 

Tb ti» Hnldoe of 

The United Mexican States 

- Collateralized Floating Bate Bonds Due 2019 

Hones IS BEREST GIVEN that Us istreare ram laiiui t u g ths i nw t palpd 
trrwn TVqnhCT LS. IMIOJllnB ZS. 1880 US dstmted Wmr 

Intarasl 

tomtere Areonat tomu sai Dm 
D4*E SCLSI Tw DNS UDOC June IS. IWB 


IT T 

one nwnm ww *B5nre r*. 


£23. 


PpormbT IB. isse 


(*.l 1+HAUir 1 + A A gmt 


NOTICE TO BONDHOLDERS 

PowerGen UK pic (famerty PowerGen pic): 


£250,000,000 8% per cent Bonds due 2003; 

£250,000.000 8Va per cert. Bonds due 2006. {together** *&»*) 
Change of Name and Completion of Bondholder Guarantees 

The name of Powor Co n pic has changed to PowerGen UK pic wBh effect 
from B December 1998. 

On 28 October 1996 PowerGen (East Midlands) kirastmanta executed n 
guarantee in respect of the Bonds. 

A copy of the guarantee is avaSabie for hspeeflon by BantMdors at tho 
issuer's Rendered Office at 53 New Bread Street' London. EC2M UJ 
and at the fa s o wi n p address: 

Principal ftqdng Agent 
The Chase Manhattan Bank 
TiMy Tower 
9 Thomas More Street 
London El BYT 


[ DaeamterTT, ISOS, 


J 


KPM^S- European Tiwqpoftflnon Group 


US 

9 


‘ Please put your order to Mrs. Aimeke Eokhout, 
tee number: +31 (0)I045"34427 
e-mail: eekhouLannekc@kpmgjii 
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Rockwell Collins liquid crystal displays 
provide advanced technology for today's 
commercial and military aircraft. 
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MONDAY 21 


IMF second thoughts 

The International Monetary Fund 
releases a new review of world 
economic prospects - the second time 
in two years it has revised growth 
forecasts outside its normal schedule. 
The document is likely to look at the 
impact of Russia's debt default and 
rouble devaluation, at problems in 
Brazil, and at the market turmoil 
triggered by the near-collapse of the 
Long-Term Capita/ Management hedge 
fund. 

Road to recycling 

European Union environment ministers 
win try to reach common ground on a 
directive aimed at minimising waste 
from vehicles which have reached the 
end of their lives and at maximising 
re-use and recycling of their 
components. They will also discuss a 
law aimed at preventing depletion of 
the ozone layer and a strategy to cut 
carbon dioxide emissions from cars. A 
common position is likely to be 
reached on providing car buyers with 
information on fuel economy. 

Right 103 remembered 

The 10th anniversary of the Lockerbie 
air disaster. In which Pan Am flight 1 03 
blew up over Scotland kfffing all 259 on 
board and 11 on the ground, will be 
marked by a concert at Westminster 
Cathedral featuring specially composed 
commemorative music. Two men 
accused of causing the explosion and 
currently held in Libya have yet to be 
brought to trial. 

Flying visit 

Portuguese government officiate go to 
Zurich to settle a dispute with Swissair 
over the valuation of TAP, the 
Portuguese national airline, in which 
Swissair proposes to take a 20 per 
cent stake. TAP has put the airline's 
value at EscSObn (2280m) and Swissair 
at around Esc50bn. 

Peace detail 

Victor Ricardo, the Colombian 
government's peace commissioner, will 
meet a representative of the 
Revolutionary Armed Forces of 
Colombia, the country’s biggest 
leftwing guerrilla group, to finalise 
details of peace talks scheduled to 
start on January 7. 

Banana war hots up 

The US Is expected to announce a list 
of goods from the European Union on 
which it will levy import duties as the 
latest stage In a long-running dispute 
over the EU’s preferential treatment of 
banana imports from former colonies. 



EU trade commissioner Sir Leon 
Brittan has warned the dispute 
threatens to sour EU-US relations 
when they should be working together 
to alleviate world economic and 
political crises. The US has refused to 
submit the dispute to a special World 
Trade Organisation panel, claiming the 
process would take too long. 

Fischer in London 

Joschka Fischer, the German foreign 
minister, arrives in London at the end 
of a tour of European capitals. He will 
meet British officiate to outline the 
German programme lor its presidency 
of the European Union, which begins 
on January 1 . The relative size of 
Germany's contribution to the EU 
budget and of Britain's rebate are likely 
to be discussed, as are tax 
harmonisation, the single currency, 
agriculture reform and eastward 
expansion of the EU. 

Netanyahu vote crisis 

Beayamln Netanyahu, the Israeli prime 
minister, is expected to face a 
no-confidence vote in the Knesset, 
where far-right factions opposed to the 
signing of the Wye River 
land-for-security agreement with the 
Palestinians hope to unseat the 
government 

Taipei's OECD bid 

Taiwan and Japan ho Id an economic 
conference in Taipei to discuss 


Taiwan's farm expats to Japan and 
agree on Japan's support for Taiwan’s 
bid to join the Organisation for 
Economic Co-operation and 
Development and other international 
economic organisations. 

Holiday 

Pakistan. 

FT Survey • 

Brazil. 


TUESDAY 22 


Macedonia talks 

Greece's foreign minister, Theodoras 
Pangalos, visits Skopje for talks with 
Macedonia's new pro-market 
government headed by Ljubco 
Georgievski, the 32-year-old prime 
minister. Greece and Macedonia are 
still at odds over the former Yugoslav 
republic's name - which Greece says 
should be altered to avoid implying a 
territorial threat to the northern Greek 
province of Macedonia. But Greek 
companies are the biggest investors tn 
Macedonia, and Mr Pangaios’s talks 
will also cover economic issues. 
Macedonia is keen for a Greek bank to 
acquire a strategic stake in Stopanska 
Banka, the country’s biggest following 
the collapse of a deal with Austria’s 
E rate Bank The presence of an 
EU-based bank would help restore 


Macedonian savers' confidence after 
the loss of more than SI bn (£62 5m) In 
foreign exchange deposits held in local 
banks during the Yugoslav wars of 
secession, according to Macedonian 
officials. 

Nuclear probe 

Japan, the US and South Korea are 
scheduled to hold a deputy 
ministerial-level meeting in Was hi ngton 
to discuss how to persuade North 
Korea to allow inspection of suspected 
underground nuclear facilities. 

Ukrainian budget 

The Ukrainian government wifl submit a 
second draft of its 1999 budget to the 
supreme rada (parliament). After cuts in 
presidential and government 
administration arid provision for the frill 
payment of overdue wages and 
pensions, the budget is said to be 
neariy deficit-free. 

Holiday 

Zimbabwe. 


WEDNESDAY 23 


Bribery trial 

Three Belgian former ministers and a 
leading French businessman are due to 
hear the verdict in the country’s briery 
“trial of the century”. The 11 accused 


include Willy Claes, former Nato 
secretary-general and Belgian 
economics minister, and Sage 
Dassault, the French Industrialist 

Banana verdict 

Canaan Banana, former president of 
Zimbabwe, appears in court for 
sentence on 11 charges of sexual 
assault He could face several years in 
jaH but it is thought President Robert 
Mugabe may pardon him. Banana was 
fn hiding in South Africa until 
December 15 when he was handed 
over to Zimbabwean police. He now 
faces further charges of jumping bail 
and leaving the country Illegally. 

Gas agreement 

Leonid Kuchma, tile Ukrainian 
president, leaves for Turkmenistan for 
talks with Saparmurad Niyazov, his - 
counterpart, and to sign an agreement 
on the shipment of 15bn cubic metres 
of gas from Turkmenistan next year. 

Holiday 

Japan. 


THURSDAY 24 


Every vote counts 

The 49-strong population of Pitcairn, a 
35 sq km British Pacific colony, are 
due to taka part in elections for the 


island’s 10 -member council There are 

no political parties. 

Holidays 

Austria, Bulgaria, Czech R^wbfic, 
Denmark, Finland, Franco, Germany, 
Hunqary, Iceland, Italy, Luxembourg, 
Netherlands. Norway. Poland, Portugal, 
Slovakia, Spain, Sweden, Switzerland, ■ 
Argentina, Brazil, Congo. New Zealand, 
Singapore. 


FRIDAY 25 


Mighty Joe Younger 

A Disney remake of the 1949 f3m 
Mighty Joe Young opens in the US 
with two veterans of the original 
version, Ray Harryhausen, an effects 
technician and Terry Moore, the 
heroine, in cameo roles. 


Selling the Dome 



A determined effort begins to restore 
public confidence in Britain's £7 60m 
Millennium Dome project with the 
launch of a television and poster 
advertising campaign. 

Holidays 

Albania, Austria Belarus, Belgium. 
Bulgaria Croatia Czech Repubfic, 
Denmark, Estonia Finland. Franca 
Germany, Greece, Hungary, Iceland, 
Ireland, Italy, Latvia, Lithuania 
Luxembourg, Malta Netherlands, 
Norway, Poland, Portugal. Romania 
Slovakia Slovenia, Spain, Sweden, 
Switzerland, UK. Argentina. Brazil, 
Canada Chile, Colombia, Mexico, 
Peru, US. Venezuela Benin, Burkina 
Faso, Cameroon, Central African 
Republic, Congo, Cyprus, Gambia, 
Ghana Ivory Coast, Jordan. Lebanon, 
Liberia Niger, Nigeria, Palestinian 
Authority, Senegal, South Africa Togo, 
Zimbabwe, Australia Bangladesh, 
Hong Kong, India Indonesia Malaysia 
New Zealand, Pakistan, Philip pines, 
Singapore, South Korea, Sri Lanka 


SATURDAY 26 


Test for England 

England plays Australia in the fourth 
test match in Melbourne. 

Holidays 

Belarus, Bulgaria, Croatia Czech 
Republic, Estonia Finland, Germany, 
Greece, Italy, Latvia Lithuania 
Slovenia Spain, Canada Cyprus, 
Ghana, Nigeria South Africa, 
Zimbabwe, Hong Kong, Tasmania 

Competed by Roger Beafe 
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Ollier economic news 

Monday: The recent slump 
in oil prices provided strong 
relief for German producer 
prices, which are believed to 
have fallen by a seasonally 
adjusted 0.1 per cent in 
November from October. 

The final estimate of UK 
third-quarter gross domestic 
product is likely to confirm a 
small downward revision in 
the second estimate to 0.4 
per cent from the previous 
quarta. 

Tuesday: French industrial 
production is thought to 
have risen 0.6 per cent in 
October after a fall of 1 .0 
per cent fn September. 
Wednesday: Final US 
third-quarter gross domestic 
product figures are expected 
to show a small upward 
revision due to stronger 
consumer spending than 
previously estimated. 
Thursday: Japanese 
industrial production is 
thought to have declined 1 .5 
per cent in November from 
October, according to 
Deutsche Bank Research. 
Weak global demand and 
domestic recession depress 
the outlook going forward. 
Friday: Japanese 
unemployment should have 
remained unchanged In 
November at 4.3 per cent 


ACROSS 

1 The killer waved, look! (8,4) 

10 Asians said Inn needs 
rebuilding (7) 

11 Teacher returned Bible 
Black dropped: it's laugh- 
able (7) 

12 Dinner noiselessly swal- 
lowed it becomes lazy (5) 

13 Staunch old volunteers left 
to battle In street (8) 

15 Slim tenant's terrible epi- 
sode (10) 

16 Where bachelor left one (4) 

IS Bent back game (4) 

SO Inexperienced fellow takes 
home companion's bird ( 10 ) 

23 Cleaner ring roads without 
lots of trees (S) 

24 Firework some retailers 
quibble about selling (5) 

26 Circulate gloomy summary 
IT) 

27 Series about King George 
causes disappointment (7) 

28 Bug vehicle, one's favourite 
VW model 16.5) 


ECONOMIC DIARY 

Statistics to be released this week 


Released Country 

Economic 

Statistic 

Forecast 

Prwlo» 

Actual 

Pty 

RaloaMd CoMBby 

Economic 

Statistic 

Median 

ForacMt 

Piwvkxn 

Actual 

Mon 

UK 

G3 1 trial gross domestic product 

0.496 

. 0496 

Japan 

Nov shipments! 


-1.396 

Dec 21 

UK 

03 final GDP" 

Z3% 

2396 

Japan 

Dec wholesale price index, 2nd 10 days- 

-0.2% 


UK 

Q3 current account 

-£1.Tbn 

E600m 

Fri Japan 

Nov unemployment rate 

4.496 

4.3% 


US 

Nov Treasury budget 

-Si7Jbn 

S3Z5bc 

Dec 25 Japan 

Dec consumer pries Moot" (Tokyo) 

0996 

1.0% 

Wad 

UK 

Oct global visible trade 

-Cl An 

-E2-5bn 

Japan 

Dec CPI ex-perishables** 

-0.2% . 

■02% 

Dec 23 

UK 

Nov ax-BJ visible trade 

-ClJibn 

-E15bn 

Japan 

Nov CPI" (Nation) 

0896 

0.296 


UK 

Nov EU harmonised con pries ind 


1.396 

Japan 

Nov CPI ax-perishable®** 

.-0.396 

-04% 


US 

03 GDP final 

3.9% 

&S% 

Japan 

Nov construction orders" 


-14.7% 


US 

03 GDP chain pnee Index 

0896 

0896 

Japan 

Nov housing starts" 

1096 

-12J9% 


US 

03 after lax corporate profit final 

0796 

-1-896 

Japan 

Nov construction starts’* 


-11.7% 


US 

Nov durable orders 

0296 

-1.796 

Diving the week... 





US 

Nov durable shipments 


0.696 

Germany 

Nov import prices' 

-0596 

-0.8% 


US 

Dec Michigan sentiment final'* 


1007 

Germany 

Nov Import prices** 

-6596 

-5.7% 


Japan 

Dec trade balance (la 10 days) 


Y107bn 

Germany. 

Dec Hesse cost of hrg.* 


0% 


Japan 

Nov Bank of Japan corp. servs. pr.~ 


-0896 

Germany 

Dec Hesse COL** 

• 

-■^0996 


Japan 

Nov Bank of Japan corp. servs, prices 

-0.196 

Germany 

Dec Bavaria COL** 


06% . , 

Thurs 

US 

Nov personal income 

0496 

0496 

Germany 

Dec B- Wuer. COL" 


06% 

Dec 24 

US 

Nov personal consumer expendOunr 

0396 

0.596 

Germany 

Nov producer price Index* 

-0296- 

-0496 


US 

Initial claims Dec 19 

310000 

296000 

Germany 

Nov PP1“ 

-14% 

-1.2% 


US 

State benefits Dec 12 


2249,000 

Germany 

Dec N Rhine Wphafia COL*- 


-di% 


US 

Ml week ended Dee 14 

9300m 

-SllJSbn 

Germany 

Dec N Rhine Wphata COL" 


0l6% 


IS 

M2 week ended Dec 14 

$11-5bn 

SISbn 

Germany .. 

Dec praL COL* west 

ai% . ■ 

.096 


US 

M3 week ended Dec 14 

912-Bbn 

$17.4bn 

Germany 

Dec praL COL" .west . 

06% 

0.0% . 


Japan 

Nov industrial production! 

-1.496 

-1.196 

Japan 

Nov department store sales** 


-4.4% 


Japan Nov retail sales" -1-9% -4.8% month on month, "yaer on ytar, fseusohiiy abated ' ;;Sfafisti^ DDa^Stoi^S Poorts 


DOWN 

2 Strip to reveal topless Crock 

a) 

3 Flannel is cold round the 
mouth: (8) 

4 Besides, one's missing Elsie 
(4) 

5 Examiner returns ice 
cream ( 10 ) 

6 Employ student to follow- 
love bird (5) 

7 Kay said Jack destroyed 
Baal, a Jewish tradition (7) 

8 When patients are seen 
after six, night is ours for 
dancing. (8£) 

9 Left in possession of report 
and was successful (4,44,4) 

14 Foolishness of girl announ- 
cing herself? ( 10 ) 

17 In the wings, perhaps, with 
bad leg (8) 

19 Short prisoner lay outside 

m 

21 Just repaired rut in wind- 
ing lane (7) 

23 Ring union leader in bro- 
ken arm affair (5> 

25 Blackleg starts servicing 
taxi (4) 



Winner of Puzzle No.9,858: P. Griffiths, Southport, Mer- 
seyside 


MONDAY PRIZE CROSSWORD 

No.9,870 Set by GRIFFIN 

A prize of a Tom bow Lucca Jbnntaln pen and rollerbaD set worth £125. 
will be awarded for the first correct solution opened. Solutions by 
Wednesday December 30, marked Monday Crossword 9.870 on the enve- 
lope. to the Financial Times, 1 Southwark Bridge, London SE 1 9HL. 
Solution an Monday January 4. Please allow 28 days for delivery of 
prizes. 

Name — ; ■- — — 

Address — — 


Solution 9,838 
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